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Editor's Notes
Honeycomb corbeling around the
archways of the Patio des Hermanas in
the Alhambra gives a fragile, perishable
look to the Moorish masonry that has
been standing there unchanged for cen
turies on the hill overlooking Granada.
Vaulted arches repeat and repeat, here
shaped like a star, there like a horseshoe.
Spandrels over the arches are con
voluted with arabesques and surround
ed with engraved scripture from the
Koran. For one of mathematical mind
the balance of Alhambra architecture
and the precise detailing of its embellish
ment can be a dizzying sight.
Intertwining lines and curves and or
namental Kufic script travel through
every hallway, up the sides of the
vaulted connections, and into friezes
surmounting every archway, seemingly
without end. Finally the eye jades at so
much sheer linearity. Our prevalent
Judaic-Christian background has con
ditioned us to expect some reminder of
life in our ceremonial buildings: the
paschal lamb, the vine, sculpted heroes.
The Alhambra is different. True to its
Islamic heritage, it is bound by the stric
tures of the Koran that prohibit
representation of any living thing. Live
organisms will change, decay, and
perish while Allah, and Allah alone, is
eternal. So the Alhambra’s epigraphic
decoration conveys a religious reminder
of the inconstancy of temporal life.
In the progression of one calendar
year to the next the stage is irresistably
set for reverie and reflection on changes
past and changes foreseeable. Good or
bad, another year stretches ahead of us.
It matters very little what assurances of
eternity we seek in our personal temples
of the spirit; the worldly scene will
change, and change again.
Could we truly tolerate any other con
dition? Annie Dillard, in her PulitzerPrize-winning Pilgrim at Tinker Creek,
(Harper Magazine Press), wrote: “It is
the fixed that horrifies us, the fixed that
assails us with the tremendous force of
its mindlessness...The fixed is the world
without a fire — dead flint, dead tinder,
and nowhere a spark....”
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Change is adventitious in its multi
edged cut. A swing in any direction will
rearrange the privileges either with the
subtle abrasions of time or the deep and
bloody cuts of revolution. It may be of
some intellectual consolation to con
sider the evolvement of one form of life
from the dissolution of another, the
flower from the seed, the tree enriched
by the humus — consoling until the
decay spreads into the floor of one’s own
castle.
Accountants have been disturbed
greatly by the recent shifts of privilege
and they are fighting, as holders of
privilege always have, to regain their
lost authority and to maintain what is
left. They are caught in the biblical
predicament of serving two masters, the
client and the public. Changes in public
awareness have forced the profession to
be more responsive to public interest,
and also to be more forthright and less
sacrosanct in competing for public
patronage. Vulnerability to litigation
and antitrust charges is part of the dis
quieting change that the profession
shares with doctors and lawyers, and
this issue of The Woman CPA presents
an article that explores the possibility of
antitrust actions.
Good neighboring can, and should,
be built into the accounting system ac
cording to another of our articles. Part
of the change in social attitude is the ex
pectation that “brother’s keeper”
responsibility should be inherent in any
successful business, and we are cheered
by the growth of social awareness as one
of the manifestations of change.
Some signs of change, or pseudo
change, for women are not so cheering.
Of all the thousands of column inches of
print over the past decade devoted to
women in business, we are most dis
heartened by the prescriptions for
“dressing for success” that have
appeared recently. The advice is even
more dismaying since it purports to
represent public opinion. Assuming that
statistical sampling techniques were cor
rectly applied and that the data were
reported without bias, one is advised

that women accountants should suit up
trimly in one of three shades of grey —
dark, medium, or light. (The Woman’s
Dress for Success Book, 1977, John T.
Molloy, published by Follett Publishing
Co.) A corps of bland, uniformed
robots; female replicas of the man in the
grey flannel suit. Even that standard
American utility, the refrigerator, is
available in coppertone, white, or sunny
yellow, not to mention custom-ordered
decorator hues. The grey prescription
almost provokes a longing for the world
of Islam at the old Alhambra where the
ladies of the harem, for all their subjuga
tion, at least were privileged to wear any
of a hundred different colors as enhanc
ed their personal attributes or befitted
the mood.
Women accountants are people, not
equipment, and people who are highly
trained and educated just like the men
with whom they work. (Men
accountants must shudder, too, at the
public’s conception that grey is the word
for them.) We would hope that acumen,
and expertise, and dedication to
professional ethics might count for
something, and we would also gamble
on the ability of a mature and intelligent
woman to select attire that is in good
taste and becoming to her personally.
Slow, indeed, is the rearrangement of
privilege that will place women on an
equal opportunity basis with men.
Sound and fury have had their effect,
good and bad, and the Houston Con
ference of last November was significant
in that it scarcely could have happened
twenty-five years ago. Certainly women
were not so warmly welcomed into the
accounting profession at the start of the
fifties. Doors that have opened to them
since that time are indisputable evidence
of change although equal opportunity is
still elusive, as another of this issue’s ar
ticles concedes.
As another year begins The Woman
CPA is old enough to observe some
changes with a rueful smile, yet young
enough to hope that talented
accountants everywhere will recognize
and surmount adverse trends and, at the
same time, make the most of every
change for the better.

Change In Dominion
Ethical bans on advertising
undergo challenge.
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Society has changed in recent decades equal rights, and nonrestraint of trade.
and from all indications will continue to
June 16, 1975, has become a historic
change in the future. The civil rights date for professional groups. The
movement and the Watergate episode Supreme Court in Goldfarb v. Virginia
have been responsible for some of these State Bar (421 US., 95 S. Ct. 2004)
changes. No longer does the general reached a decision which seems to por
public stand in awe of professionals tend change for the professions.
such as lawyers, doctors, and accoun Although the case involves the fixing of
tants. Today’s governmental agencies, fees by local bar associations, the more
consumers groups, and even individual fundamental legal issue appears to be
members of the professional whether the professions are subject to
organizations have taken a look at the same laws and regulations as other
professional codes of ethics (especially forms of private enterprise. The U.S.
the ethical ban on advertising) and they Supreme Court Ruling has opened the
do not like what they see. The critical door for federal antitrust action against
view has caused investigations and legal the professions. Just two years later,
attacks on old, established codes of June 27, 1977, the Supreme Court in
ethics which traditionally have been Bates v. State Bar of Arizona ruled that
justified as being in the public interest. lawyers have a First Amendment right
Challengers now point to the First and to advertise prices for routine legal ser
Fourteenth Amendments and the Sher vices in newspapers. (45 U.S. L.N.
man Antitrust Act and demand that the 4895, 97 S. Ct. 2691).
codes operate to meet the edicts of
The Goldfarb decision struck the first
freedom of speech, freedom of press, blow at the American Bar Association

(ABA). As the year 1975 drew to a close,
the American Medical Association
(AMA) and two constituent
organizations also felt the effects of this
historic decision. The Federal Trade
Commission (FTC) charged that the
AMA’s principles of medical ethics
deprive consumers of the benefits of
competition.
Some of the professional groups
prefer to fight to maintain established
codes while others propose code
modifications. Among the professional
groups who in the past few years have
felt the force of attack are engineers,
pharmacists, opthalmologists, op
tometrists, opticians, anestheseologists,
veterinarians, the AMA, the ABA, and
the AICPA. According to an article in
Medical World January 26, 1976, the
National Society of Professional
Engineers has spent $450,000 to date in
legal fees in attempts to overturn
adverse rulings on its ban on com
petitive bidding. In addition, individual
members of a profession might be sub
ject to assessments if a damage claimant
is successful since the Clayton Antitrust
Act provides injured plaintiffs the
chance to recover three-fold damages
for violations of the Sherman Act.
The purpose of this article is to pre
sent an overview of the problems and ac
tions of the legal and medical
professions as they feel the repercussion
from the tides of change. And, then, an
examination of the accounting
profession’s position in maintaining the
traditionally inflexible code of ethics as
it pertains to advertising and soliciting
of clients is in order. After all, it is quite
evident that the legal and medical
professions are in the midst of forces re
quiring changes to time-honored codes
of ethics: the accountants, too, will feel
this pressure!
The Legal Profession
Since June, 1975, the ABA has faced
lawsuits in federal courts in Virginia,
Wisconsin, and New York. Even the
California Bar Association faces similar
charges although its advertising policy
is more liberal than the ABA’s. Several
individual attorneys have joined the
march to court to protest ethical restric
tions on advertising. The ABA has lost
little time in countering these attacks.
In February 1976, and August 1977
amendments liberalizing the Code of
Professional Responsibility were
adopted.
The Past and The Present
Canons of Professional Ethics were
adopted in 1908 by the ABA. The
solicitation of business was specifically
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“...it is quite evident that the
legal and medical professions
are in the midst of forces re
quiring changes to timehonored codes of ethics; the
accountants, too, will feel this
pressure!”

growing number of lawyers who have
filed suit to challenge the advertising
ban (National Observer, December 27,
1975). The Bates decision provided this
group with their answer: lawyers have a
First Amendment right to advertise.

Richard Sanders, a lawyer, purchased
$700 worth of advertising space in the
Seattle Intelligencer for advertising.
In the past this action could have
resulted in censure, suspension, or dis
barment since lawyers were forbidden to
advertise their trade by bar-associate
canon and tradition. While the
Washington State Bar Association con
sidered disciplinary action, Sanders
received over two dozen letters from
lawyers who approved of his action. His
issue was individual freedom of speech
guaranteed in the Bill of Rights
although he admitted that he needed
more business. {National Observer,
March 6, 1976). The Bates decision
(June, 1977) acknowledged the issue of
freedom of speech. Because of this deci
sion, lawyers may now advertise (sub
ject to some restrictions).

• Enforcement of a minimum fee
schedule is price fixing.
• Effects upon interstate commerce
bring it within the antitrust laws.
• Status of a “learned profession” is
no justification for exemption
from antitrust.
• Exemption on grounds of “state
action” (Parker v. Brown doctrine)
does not apply to fee schedules and
enforcement.
Goldfarb’s long shadow suggests future
challenges to ethical standards set by the
professions; the ban on advertising and
soliciting is foremost in the areas recei
ving attention. Indeed, Bates ended the
traditional absolute ban on advertising.
1976 Amendments to the Canons —
Advertising
At the first sign of unrest by the FTC
and Consumers Union, a Committee on
Ethics and Professional Responsibility
began work on a discussion draft of
amendments to the Code with careful
consideration of recent court decisions
on the subject. The Committee held two
public meetings — one for nonlawyer
organizations and the other for com
ments from the bar and bench. It then
held a general conference to inform
members of the bar about the issues that
would be raised by advertising and the
effects of advertising on both the public
and lawyers. A film of the conference
was made available to state and local
bar associations.

prohibited. Some modifications have
been made over the years to allow a few
dignified forms of publicity such as an
nouncing a new law office or new
partner (due care was necessary to avoid
discussing degrees or specialties). Dis
ciplinary rules under Canon 2 regarding
advertising are listed under DR 2-101,
Publicity in General, and DR 2-102,
In California, the bar’s Board of
Professional Notices, Letterheads, Of Governors approved a pilot program of
fices, and Law Lists. In effect, the controlled lawyer advertising consisting
original rules operated to ban adver of telephone directory and newspaper
tising and to allow lawyers to list name, publicity. Also, for consumer use it
address, and telephone number in authorized publication of a directory
telephone directories only. The ABA sponsored by the bar with more than the
rules are not legally binding but in many usual information on individual
states they have been given the force of lawyers. This controlled program in cer
In general the draft would have ex
statutory law through actions of the tain restricted fields has been in opera panded the material authorized to be
state associations with the approval of tion for more than a year. In Illinois, published in a reputable law list, legal
the state supreme courts.
however, the state bar association voted directory, or a directory published by a
On the issue of more liberal adver in January, 1976, to oppose lifting the “bona fide consumers’ organization”
tising practices, lawyers are divided into ethical ban on advertising. Thus, the and would have permitted a lawyer to
two groups. One group views the advent division within the national association state a limitation or concentration of
of liberalized advertising as a very real is extreme. Arguments from each side practice on professional cards or an
doomsday for the legal profession. This are worthy of consideration.
nouncements, office signs, letterheads,
group feels that the dignity and
and the yellow pages of the phone direc
professional status of the members are Goldfarb Decision
tory. The suggested amendments would
at stake and would prefer that the and Consumers Actions
not have affected existing prohibition of
Absolute self regulation seems solicitations of clients on a one-to-one
ABA association take on the govern
ment in a fight to maintain the 38 year doomed! Goldfarb v. Virginia State Bar basis.
ban on advertising.
involved an attack against minimum
The House of Delegates held its mid
The other group welcomes the change fees for real estate examination set by year meeting in Philadelphia on
in public attitude because it calls for a the local bar and enforced by the state February 17. The Ethics Committee’s
re-evaluation of a traditional bar association. A young couple who proposal was rejected for a more narrow
“questionable” practice. In particular, a wished to purchase a home sued because set of amendments to the Code regar
large number of young lawyers and they could not obtain a lawyer’s services ding advertising. The ABA’s policy then
“legal service clinics” consider adver in a title search for less than the permitted lawyers to publish informa
tising and soliciting extremely impor minimum fee. The U. S. Supreme Court tion on legal specialties, references,
tant for their survival. Well-established created problems for professional academic background and degrees,
lawyers probably will not advertise. In groups as it considered several factors in foreign language abilities, office hours,
fact, Richard C. Shadyac of Annandale. arriving at its decision that the fee acceptance of credit cards, and initial
Virginia, (an established lawyer) does schedule was “an unreasonable restraint consultation fees in “reputable” law lists
not expect to advertise, yet he is one of a of trade.” According to the court:
certified by the ABA and in directory
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yellow pages.
In August, 1977, the House of
Delegates decided that dignified
publication and radio advertising could
also include certain fee information, a
range for certain services, hourly rate,
and charges for “specific legal services”
the description of which would not be
misunderstood or be deceptive. One-toone solicitation and TV commercials are
not permitted. However, if a state bar
association chooses not to adopt the
ABA’s more relaxed ethical canon, it
can do so. The state associations along
with the state supreme courts remain in
control over what lawyers will be allow
ed to do.
Consumers groups and the FTC have
indicated dissatisfaction with the
limited modifications. These reform
groups may continue turning to the
courts for satisfaction which could
result in loss of control over this section
of the Code.

of the opening of a professional office,
office hours, description of the practice
by medical specialty, and availability for
house calls; 2) advertising in a com
munity newspaper a new office location,
the joining of a group practice, or
separation from one; 3) listing in the
yellow pages; 4) listing of availability
with the county medical society or
hospital for people requesting the name
of a doctor; and 5) listing in a reputable
physician’s directory.
There are, however, further restraints
which may apply to the local physician.
Thirty-four states have legal restrictions
on advertising and most state and coun
ty medical societies do not permit any
physician advertising. Two local
societies which do permit advertising
have stringent restrictions on the type
and frequency. The Chicago society per
mits a doctor to run two ads in
neighborhood newspaper during the
first two months in a new office. The
DuPage County (Illinois) society allows
The Medical Profession
a new doctor to have one ad in a single
issue of one or more newspapers if the
The AMA, state medical societies, society is notified beforehand. It also
and state regulatory bodies are currently limits the size and content of those ads.
being challenged in administrative law
court hearings and legal suits because of Legal Challenge
physicians. Although the AMA has
The recent advent of consumerism
vowed to fight such attempts to end and the creation of consumer protection
bans on ads, the AMA’s Judicial Coun groups has had an impact upon the
cil issued a clarifying statement about medical profession. Attempts by such
ethical principles regarding advertising groups, many of them with little success,
and soliciting of patients. Change may to develop physician directories have
be on the horizon for the medical profes met with resistance by medical societies.
sion, as for others.
Such directories are intended to provide
Background
the public with adequate information
In 1847 a group of physicians met for selecting medical services. The med
in Philadelphia to form the American ical societies’ resistance to directory
Medical Association. One of their pur efforts has led to legal action on several
poses was to establish a code of ethics fronts.
1) On December 19,1975, the Federal
that would help eliminate the many
charlatans who were offering cures for Trade Commission filed a complaint
nearly every disease. Since part of that calling for an administrative law court
code dealt with public advertising, it is hearing on charges against the AMA,
evident that the AMA’s ethical the Connecticut State Medical Society,
restraints against advertising are of long and the New Haven County Medical
Association. The complaint charges
standing.
It is interesting to note that the that the AMA’s Principles of Medical
current AMA Principles of Medical Ethics, through its restriction of adver
Ethics, adopted in 1957, do not mention tising by member physicians, act as a
the word advertising at all. Section 5 restraint on trade. An administrative
does, however, state that the physician law judge could in such a hearing direct
“should not solicit patients.” This has the AMA to adopt specific advertising
generally been held to prohibit standards.
statements of self-aggrandizement and
The trial began September 7, 1977,
price competition through the adver and could last several months. The
tising of fees as well as to limit the use of AMA contends that current policy does
other forms of advertising.
not consider advertising by physicians
The AMA Medical Ethics do permit as unethical.
the physician to engage in the following
2) In Virginia, the Comprehensive
forms of advertising: 1) announcement Health Planning Council of Northern

“The current attack on ethical
bans on advertising will even
tually be extended to include
the
AICPA and the state
societies.”

Virginia and the Virginia Citizens Con
sumer Council have joined in a suit
against the State Board of Medicine, an
action which grows out of a less than
successful attempt in 1974 to prepare a
physician directory. The medical board,
based on an opinion of the state at
torney general, warned physicians that
the state medical practice law prohibited
a physician from publishing anything
other than an address and telephone
number. Biographical data, fees, credit
arrangements, office hours, and other
services available were requested for in
clusion in the directory but most
physicians refused to supply such infor
mation.
3) On January 23, 1976, a Phoenix
heart surgeon filed a $90 million dollar
suit against the AMA, the Maricopa
County Medical Society, and several
local physicians charging that the
AMA’s Principles of Medical Ethics
restrain trade by prohibiting adver
tising. The doctor contends that he was
denied membership in the local society
and the AMA because of a 1973
magazine article about him and that
local physicians have conspired to pre
vent him from practicing cardiovascular
surgery in Phoenix (American Medical
News, March 1, 1976).
The Future
Many in the medical profession are
concerned that unrestricted advertising
could lead to extremes in the form of
advertising which would be advan
tageous neither to the profession nor to
the public. On the other hand, some
believe that a head-on fight to preserve
the outright ban on advertising by doc
tors is one that the profession cannot
win. One lawyer who practices before
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"There is every reason to
believe that the future will con
tain further challenges against
some of our time-honored
professional credos.”

the FTC has been quoted as saying that
he believes any blanket ban on adver
tising is doomed to defeat as a per se
violation of the antitrust laws. An alter
native supported by some is to volun
tarily give up such a blanket prohibition
in exchange for the right to police physi
cian advertising. Whether such a com
promise is even possible has not been
determined.
The New York State Board of
Regents has ruled that professionals in
twenty-nine fields (including physicians,
accountants, dentists, architects, and
engineers) may advertise services, but
not prices, on broadcast media.
In spite of the AMA’s public pledge to
resist change in its Principles of Medical
Ethics, it appears that the legal
challenges facing the AMA have already
led to some relaxation in its inter
pretations, particularly in the providing
of fee information by physicians. A re
cent Judicial Council statement of
clarification of advertising and solicita
tion specifically permits the following
(item 3 in particular represents a change
of attitude):

1) Name, type of practice, location of
office, office hours, and other
useful information through office
signs, professional cards, dignified
announcements, telephone direc
tory listings, and reputable direc
tories.
2) Biographical and other relevant
data for listing in a reputable direc
tory.
3) At the option of the physician, fee
information which may include the
charge for a standard office visit or
the fee or range of fees for specific
types of services provided there is
disclosure of the variables and
other factors which affect the
amount of the fee.
In its statement, the Judicial Council
points out that physicians must adhere
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to state law and state and local medical
societies where these provide more
stringent restrictions than those allowed
by the AMA. Since most of these laws or
societies are more restrictive, the local
physician continues to be bound by legal
or ethical limitations in advertising
practices. It is unlikely that this state
ment of clarification by the AMA will
avert continued legal action by the FTC
and others. The future remains uncer
tain but some change in ethical restric
tions on advertising is likely.
And What About the Accountants?
CPA’s have already felt the conse
quences of Federal government involve
ment with restrictive provisions of
professional codes of ethics. In 1972 the
Department of Justice challenged the
Code of Professional Ethics Rule 3.03:
A member or associate shall not make
a competitive bid for a professional
engagement. Competitive bidding for
public accounting services is not in the
public interest, is aform ofsolicitation,
and is unprofessional.

“Solicitation and advertising. A
member shall not seek to obtain clients
by solicitation. Advertising is aform of
solicitation and is prohibited.’’

This ban is very similar to those of the
legal profession and of the local medical
societies which are currently being
challenged. In fact, the position of the
accounting profession is much stricter
than that assumed by the medical
profession through the AMA. Since
these are also being challenged, it would
appear that any total ban on advertising
by members of a professional organiza
tion is suspect and a prime candidate for
legal challenge. Accountants, therefore,
must be aware of developments in other
professions. There is every reason to
believe that the future will contain
further challenges against some timehonored professional credos.

The AICPA committee established to
consider changing the ban on adver
tising appears to be on the brink of a
decision to relinquish control of this sec
This action resulted first in the non tion of our Code of Ethics. No official
enforcement of this rule and finally in its announcement has been made;
omission from the 1972 revision of the however, knowledgeable members at re
Code. The current attack on ethical cent conventions have stated that the
bans on advertising will eventually be committee may change Rule 502 to the
extended to include the AICPA and the extent that all reasonable adver
state societies. There are some tisements would be accepted. One-toconditions, however, which may delay one solicitation would not be allowed.
The AMA has elected to fight the
this type of action against the account
FTC and consumer groups. The ABA
ing profession.
has modified its rule on the advertise
1) Doctors and lawyers have greater ment ban, but has retained some con
consumer identification and are trol. The AICPA sems ready to relin
more likely to receive the im quish almost all control. Is this wise?
mediate attention of the FTC and Change may well be in order, but Justice
Blackmun in the Bates case stated that
of consumer interest groups.
2) CPA’s compete with non-CPA’s in the court was not saying that advertising
providing certain types of client may not be “regulated in any way.”
services, particularly in the income “False, deceptive, or misleading” adver
tax area where consumer iden tising claims about the quality of legal
tification is greatest. Most of these services — “a matter we do not address
non-CPA’s do advertise their ser today” — are not measurable and
vices, thus relieving some of the verifiable and are “so likely to be mis
leading as to warrant restriction.”
pressure.
Justice Blackmun wrote that the ma
3) The client of a CPA is most fre
quently a business entity rather jority recognized the problem of defin
than an individual consumer. The ing a boundary between deceptive and
business entity is less reliant on non-deceptive advertising and they ex
advertising sources for the ob pected the ABA to play a special role in
taining of accounting services and assuming that advertising flows both
the reasonable determination of a freely and cleanly for the legal profes
fee prior to the performance of the sion.
services.
Accountants have worked diligently
While these characteristics may delay to provide the public with financial in
public concern about CPA advertising, formation that is not misleading. Why
it is unlikely that they will permanently then should all control be relinquished?
avert scrutiny and action.
Why not continue some control over
The AICPA ban on advertising, Rule advertising to protect the public from
502, follows:
being misled.

Change
In Moral Awareness
A positive approach
to social responsibility

Donald L. De Haven, CPA is a partner with
DeHaven and DeHaven and an Instructor
of Accounting at Southwest Missouri State
University in Springfield. His professional
memberships include AWSCPA, ASWA,
the Missouri Society of CPAs, and the
Greater Ozarks Chapter of NAA which he is
serving this year as president.

What is the social responsibility of
business? Many managers believe that
their first responsibility is to earn a
satisfactory rate of return on the invest
ment of the owners. Social activity costs
can be incurred only after the desired
profit appears to have been earned.
Is this a constructive view of social
responsibility? Will this attitude serve a
company well in the long run?
In adopting such a philosophy,
management is defining “profits” as an
amount determined before a reduction
for the cost of social activities.
Therefore, in this view both the owners
and social projects are competing for the
same profit dollars with the conse
quence that each dollar given to social
activities necessarily is to the detriment
of owners, and vice versa. Since
management is expected to control the
allocation of profit it is caught between

cost of many commonly accepted social
activities (costs of providing decent
working conditions or increased labor
costs due to acceptance of the concept
that children should not be part of the
labor force) are now considered part of
the normal cost of doing business while
the cost of the ninth unit, the most re
cent social activity, is treated as an
allocation of profits. In reality, all costs
reduce profits; costs of new social ac
tivities are simply currently more con
troversial and more readily visible.
The negative aspects of relegating
social responsibility to a second class
status are clearly visible when manage
ment must defer or discontinue its social
activities. It is generally recognized that
management has the right to make the
determination whether to give, to whom
to give and the form of the gift.
However, to make commitments and
then to rescind them would appear a
violation of trust with the blame at
tributed to the owners’ priority demands
on profit dollars.

A Positive Approach
The following definition of social
Carol S. DeHaven, CPA, Instructor of Ac responsibility provides insight into a
counting at Southwest Missouri State Un means of avoiding the potential of con
iversity, is also a partner with De Haven and flict between owners’ claims and those
De Haven, in Springfield. She is a member of of social activities:
A WSCPA, NAA, the Missouri Society of
CPAs, and the Springfield Chapter of
ASWA, as well as AICPA.

these conflicting demands.
An analogy from cost accounting
serves to illustrate the point further.
Suppose a company can produce eight
units of product in an eight-hour work
day and decides to produce nine units
per day to meet the demand of normal
sales (not a special order). To produce
the ninth unit requires overtime and will
thereby incur increased labor costs.
Generally accepted accounting prin
ciples argue that the overtime premium
incurred to produce the ninth unit
should be allocated to all units produced
on some proportionate basis. The logic
employed is that, without the first eight
units, the ninth unit would not have in
curred the premium cost.
Business fails to apply that same logic
to all costs in the long run when it
defines profits as an amount before a
reduction for social activity costs. The

Corporate social responsibility is the
voluntary response of corporations to
those needs of society which would not
normally be met within the framework of
the profit motive. Corporate social
responsibility goes beyond obeying laws
and enlightened self-interest to require
voluntary response. (There are many,
however, who believe that providing a
demanded product or service at a
reasonable price is the "social” respon
sibility ofthefirm. This is not the generally
accepted meaning of the term.)1

This philosophy perceives the function
of the normal business operation as that
of providing an adequate rate of return
on the investment of the owners while
treating the “voluntary response” as a
part of those normal business
operations. In this concept of social
responsibility, both the needs of society
and of the owners are important and
neither is subjugated to the other.
Using this approach, social activity
costs can be treated as any other dis
cretionary administrative cost. Flex
ibility to respond can be obtained by
budgeting discretionarily fixed and dis
cretionarily variable social com
mitments as business operations
change. Management is still responsible
for budgeting and controlling all costs;
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“Social activity costs can be
treated as any other dis
cretionary administrative cost.
Management...is freed from
having to treat social activity
costs as profit allocations or
special items.”

it is merely freed from having to treat
social activity costs as profit allocations
or special items.
Budgeting
Budgeting social activity costs as dis
cretionary costs is the same as any
budget preparation process; planning
must begin with the accumulation of
relevant information and estimates.
Specifically, planning social perfor
mance requires estimates of possible
needs of various social activities or
organizations in terms of resource re
quirements (funds, goods or time) and
alternative ways that those needs might
be met. Consideration will also be given
to the time periods, perhaps in terms of
several years, over which commitments
might vary. Obviously, planning re
quires estimates relating to other
operating functions as well.
Once the appropriate source data is
gathered, management is equipped to
integrate the information to derive pro
jected ranges of activity in all relevant
areas of normal operations. Subjective
criteria will be employed to rank the
many social activities to which resources
could be committed. Based on the resul
tant projections, management will reject
some activities and will assign priorities
to the remainder.
Certain social activities may be con
sidered of sufficient importance that
management wishes to definitely com
mit resources to them. Once such a deci
sion has been reached, this commitment
will be treated as any other fixed cost in
the budget process.
Other social activities may be con
sidered of lesser importance or their
desirability contingent upon the oc
currence of some event. The cir
cumstances or conditions that would
trigger involvement in these activities
should be specified, along with the
method of participation and the basis
for determination of the amount of
resources included in the potential in
volvement. The formula to be used in
determining the extent of the commit
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ment can be established in any fashion
desired by the company. Some bases
that might possibly be used would in
clude: a percent of net income, a percent
of net income in excess of $x, a stated
amount per unit of sales in a product
line, or a stated amount per participant
in the social activity. The important
point is that the cost of this social activi
ty is a variable cost, based on some
predetermined formula and accounted
for in the flexible budget in the same
manner as many other variable general
and administrative costs.
Communication
A crucial factor in attaining the goals
of both the business and the social
organization is effective communi
cation. The business must be aware of
organizations to begin its budget
process. In the same way, a social
organization requires information
relating to the resources it may expect to
receive over the coming budget period.
If the social organization is one to
whom management decides to make a
fixed commitment, communication of
the terms of the commitment will assist
the organization in planning and
budgeting its own activities. Among the
items of information of benefit to the
social organization is a statement of the
fixed amount of resources to be received
and the anticipated timing of their
receipt.
A social organization to whom a
variable commitment is made will
benefit in receiving specific information
as to the terms of the commitment. This
information would parallel the factors
included in preparing the variable
budget. Specifically, such information
would include: the form of participation
anticipated, the circumstances that
would give rise to the company’s par
ticipation and the formula to be used in
determining the amount of the resource
commitment. During the ensuing
budget period, reporting to the social
organization will keep it informed of the
likelihood of obtaining the resources
and enable it to modify its own planning
and budgeting. These reports would be
regularly scheduled and include a deci
sion date when a firm commitment will
be made or notice given that resources
will not be forthcoming.
Implications
Budgeting allows business to forecast
its involvement in social activities.
Freedom to respond to changing
business conditions is not sacrificed to
obtain protection against the potential

embarrassment of withdrawing com
mitments that have been made. For the
many business and social organizations
currently using an annual budget or
review process, these suggestions should
not require extensive changes in
operating procedures.
For
organizations not utilizing flexible
budgeting, some similar planning
technique will need to be adopted.
Open communication with social
organizations subjects management to a
risk that its decisions may lead to
criticism from society. Some negative
feedback may occur whenever subjec
tive criteria are employed in decision
making and may be particularly strong
if the effort at achieving social respon
sibility is perceived to be of a superficial
nature. A business genuinely concerned
with social responsibility, however, will
be able to succeed in communicating to
society its concern, the source of its
ability to participate in social activities,
and an understanding of the needs of
owners.
A specific method of financial state
ment presentation for social activity
costs is not part of this discussion
because the goals to be achieved and a
means of achieving them must be deter
mined first. The flexible budget helps es
tablish a definition (philosophy) of
social responsibility, specific goals to be
sought and, thereby, also establishes a
basis upon which a reporting method
can be designed.
Summary
Owners and society can reasonably
expect management to find a practical
approach to many questions including
the question of social responsibility.
Flexible budgeting, a proven tool, is
practical and becomes a positive ap
proach when it also avoids placing the
owners and society in conflicting
positions. Regardless of management’s
philosophy or concept of social respon
sibility, flexible budgeting a) plans
social performance and thereby es
tablishes a basis for reporting, b) con
trols costs while planning for profits and
c) can avoid creating needless conflicts
between business and society.
NOTE
1‘‘Certificate in Management Accounting Ex
amination, Unofficial Solution for Part 2 —
December, 1974, Organization and Behavior, in
cluding Ethical Considerations," Management
Accounting, (March, 1975), p. 72.

The authors chose to use the term “business social
responsibility" rather than “corporate social
responsibility" in recognition that the important
part of the term is social responsibility, not the
legal form of the organization.

Changes For Women
Is the trend
toward equality an illusion?

Jacob B. Paperman, CPA, Ph.D., is Assis
tant Professor of Accountancy at Miami Un
iversity. He is a member of AGA, AAA,
NAA, the Ohio Society of CPAs, and has
been previously published in The Woman
CPA as well as various other professional
journals.

The Question
In the past few years much has been
said about affirmative action for
women. But what really has been done
to better their status? An extensive
review of the literature on the subject
reveals little evidence of any major
progress.
Affirmative action administrators
have been appointed to the staffs of
many business, educational, and
government organizations. These of
ficials report to top management as re
quired. They coordinate with operating
managers and develop plans. Goals and
timetables are established. Large cash
settlements have been made to parties
protesting discrimination. However,
there is practically no statistical
evidence that reveals any drastic im
provement in the representation of
women in professional-managerial

selling retail merchandise.
For example, 70 percent of all
elementary and secondary school
teachers are females and in the
professional health and health worker
area, about 88 percent of the employees
are women. In the area of sales, women
are practically non-existent in the
wholesale field but comprise about 50
percent of the work force in the lower
paid general retail merchandising area.3
The concentration of women in the ser
vice areas has been attributed to the
part-time and flexible work available in
these activities and the relationship of
these jobs to homemaking. As the
growth of the service functions in the
private sector has increased the oppor
tunities for employment of women, the
expansion of public services has also in
creased their employment in the govern
ment sector. From 1964 to 1974, the
number of women employed at all levels
of government rose from 3.7 million or
39 percent to 6.3 million or 44 percent.4

However, all the increases in numbers
employed did not necessarily improve
the status of women. As has been il
lustrated in the previous example,
Wendy Aumiller, CPA, is Instructor of Ac women are still primarily working at the
countancy at Miami University in lower levels as clerks, saleswomen,
Middletown, Ohio.
technical assistants, nurses, and elemen
tary school teachers. The professional
groups (doctors, lawyers, accountants,
engineers, college and university
teachers) and executive positions are
still male-intensive. Both in government
and industry, women make up a sub
stantial portion of the workforce but
are practically nonexistent in the
managerial-professional positions. Ac
cording to the Equal Employment Op
portunity Report, in 1973 women
positions.
represented 37 percent of the total
The Status of Women
Women have not had difficulty ob workforce. However, only 10 percent of
taining employment. Over the years, the all women workers were included in the
women in the work force have increased well-paying, high-prestige, white-collar
in numbers and percentage. In the Un jobs of managers and professionals.5
Although discrimination in employ
ited States the number of women in the
labor force rose from 18.4 million in ment based on sex was prohibited by ex
1950 to 31.6 million in 1970 or from 29 ecutive order for firms working on
percent of the workforce in 1950 to 37 government contracts as early as 1968,
percent in 1970.1 This upward trend little progress was noted by 1971. In a
continued through 1976 as the number survey of 163 companies conducted by
of women workers increased to 38.4 the Bureau of National Affairs, it was
million representing 40.5 percent of the reported that while women comprised
total labor force.2 However, this in from 30 to 100 percent of the noncrease in jobs does not mean that supervisory workers in 52 percent of the
women achieved equality. Those companies, they accounted for less than
women employed in industry were 5 percent of the first level supervisory
basically located within the service in staff. Over three-quarters of the com
dustries where jobs have traditionally panies reported no women in top
been considered “women’s work,” such management positions and less than 5
as school teaching, nursing the sick, and percent at the middle management
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“Most individuals will accept
intellectually, if not emotional
ly, the concept of equal oppor
tunity for minorities. Yet many
of the most liberal and active
supporters of minority rights
will argue that conditions for
women are not the same.”

level.6 In every case reported, women
had a better opportunity for achieving
advancement within a large firm.
Although 56 percent of the companies
reported more women held manage
ment positions in 1971 than in 1966,
only 16 percent of the firms had initiated
programs to help women progress to
management status. The future of any
real improvement is questionable when
it is noted that over half of the firms had
no women in recruiting or in executive
positions in the personnel department.
However, if industry’s performance
was lacking, government with all its
touted actions was not a model
employer. An analysis of the representa
tion of minorities and women in twentythree federal departments in 1971
revealed that women comprised only
33.2 percent of the employees as op
posed to 40 percent of the workforce for
all nonagricultural industries.7 A task
force reviewing this subject in the
Department of Labor concluded that
“Minorities and female employees in the
Department do earn less than all
employees and a major portion of this
salary gap exists because of their race or
sex.”8 Kranz in his analysis of limited
data has stated while women appear to
have fared better at the state and local
government levels, there was evidence of
pay discrimination. A true critical es
timate of this subject is hampered by the
lack of data. This situation can only be
remedied when the EEOC requires and
publishes the results of regular com
prehensive reports on affirmative action
from all public employers. At the federal
10/ The Woman CPA

level, the latest data for 1975 indicated
that since 1972 women have had some
gains. At the GS 13 level, and above, the
percentage of the force that is female
went from 4.2 percent to 5.1 percent. In
the GS 7 to GS 12 grades, the rate went
from 23.6 percent in 1972 to 26.8 percent
in 1975.9 At this rate it would only take a
generation to reach equality in the GS 7
and GS 12 grades but only three to four
generations at the GS 13 and above
levels.

The Problem
The ultimate goal of Title VII of the
Civil Rights Act of 1964, as amended, is
parity in the entire work force for
minorities and women. Most in
dividuals will accept intellectually, if not
emotionally, the concept of equal op
portunities for minorities. Yet many of
the most liberal and active supporters of
minority rights will argue that con
ditions for women are not the same.
While lack of qualifications is the most
cited reason for the failure of minorities
to attain better positions, for women the
reasoning is attributed more to a variety
of cultural and psychological factors
and concerns about changing family
relationships. In 1971, only 13 percent
of the companies surveyed by the
Bureau of National Affairs replied that
the major obstacle to women’s advance
ment was lack of qualifications. This
was in contrast to the 12 percent who felt
it was due to lack of motivation and the
38 percent who attributed it to the
stereotyped role of women or pre
judice.10 The findings of the survey leave
little doubt that for progress to be made
in equal employment opportunities for
women, government action is necessary.
Congress established the Equal
Employment Opportunity Commission
to administer Title VII of the Civil
Rights Act of 1964. However, based on
recent reports issued by the General Ac
counting Office, the EEOC has had only
a “minimal effect” on the problem ofjob
discrimination that is facing women
throughout the country. The Com
mission’s lack of success is probably
related to the fact that complaints filed
take an average of two years to settle,
resulting in a backlog of over 120,000
cases. When cases are finally heard,
much of the plaintiffs original
enthusiasm has dwindled. The EEOC’s
limited impact is probably related to
several administrative problems en
countered by the Commission, which in
clude high turnover, lack of coordina
tion with other agencies, and its failure

to immediately use power to file federal
suits.11
Many complaints, however, were
processed and case actions initiated; the
results have been widely publicized. On
June 3, 1974, the Supreme Court issued
its first decision under the Equal Pay
Act of 1963 (Corning Glass v. Bren
nan).12 Employers had strongly sup
ported the Corning action of opening
their higher paid jobs to both sexes
when vacancies occurred, as an ade
quate remedy for both Equal Pay Act
and Title VII violations. The court deci
sion eliminates this issue as it has been
definitely declared inadequate. Firms
now have to review job evaluation plans
used to establish pay to be certain that
the jobs are not considered unequal
because of some “extra effort” exerted
by males. The estimated $1 million
settlement (which includes interest for
the years of appellate proceedings) has
had considerable impact on securing
equal pay compliance by industry.
The status of equal pay has a strong
economic impact on industry because
equality is obtained by raising the pay of
the victim of discrimination never by
lowering the pay of other employees.
Although equal pay is generally the
most supported concept, this measure is
probably the one most frequently
violated. For example, “the average
salary for women teachers in secondary
schools is only 31 percent of that of men,
female scientists earn 76 percent as
much as male colleagues, and female
engineers 85 percent as much.”13 Thus,
while the complaints are filed and cases
settled, it is evident that old customs are
slow to change, especially when the
change affects the income statement.
Other important court cases concern
the EEOC Employment Policies
Relating to Pregnancy and Childbirth
(Section 1604. 10(b)), as follows:
Disabilities caused or contributed to by
pregnancy, miscarriage, abortion, child
birth, and recovery therefrom are, for all
job-related purposes, temporary dis
abilities and should be treated as such un
der any health or temporary disability in
surance or sick leave plan available in con
nection with employment. Written and
unwritten employment policies and prac
tices involving matters such as the com
mencement and duration of leave, the
availability of extensions, the accrual of
seniority and other benefits andprivileges,
reinstatement, and payment under any
health or temporary disability insurance
or sick leave plan, formal or informal,
shall be applied to disability due to
pregnancy or childbirth on the same terms

and conditions as they are applied to other
temporary disabilities.

This one paragraph has caused much
concern because of the economics of
equal opportunities for women. The
matter has become more confusing as
two federal district courts have rendered
diverse opinions on the subject. The
Northern Georgia District Court, in the
case of Newmon v. Delta Air Lines Inc.,
ruled that pregnancy did not entitle
women on maternity leave to receive
employee benefits such as sick leave.
The court stated that pregnancy is a
voluntarily imposed condition and not
sickness in the usual sense of the word.
The court clearly indicated the EEOC
Guidelines “are not legally binding on
the court” and “there appears to be no
factual basis upon which these
regulations were drawn.”14 However,
nine days later, on January 9, 1974, the
Western Pennsylvania District Court, in
Wetzel v. Liberty Mutual Insurance
Co., ruled the company was dis
criminating against pregnant
employees. It based its findings on the
fact that women employees were re
quired to resume work within three
months of childbirth or be discharged.
In addition, pregnancy was the only
long term disability not covered by a
company maintained contributory plan
of income protection for the employees.
While the court did not reject EEOC
guidelines, it stated, “we are not com
pelled to follow them, but some
deference is due.”15

A major impact and trend-setting
decision on this subject was the U.S.
Supreme Court Decision on Exclusion
of Pregnancy from State Disability Plan
(Geduldig v. Aiello (No. 73-460) June
17, 1974). The court voted six to three
that the exclusion of normal pregnancy
from disability coverage was not an “in
vidious discrimination” under the
Fourteenth Amendment. This decision
was subsequently upheld in General
Electric v. Gilbert, No. 74-1589. In this
case, two justices stated in their majority
opinion “that exclusion of disability
benefits during pregnancy did not con
stitute sex discrimination per se
prohibited by Title VII.”16
Therefore, the EEOC Guidelines on
maternity leave have not been con
sidered determinative of the legality of
the disability exclusion. A major in
fluence in respect to future court
decisions is the prohibitive cost if mater
nity leave is determined to be a paid dis

ability.17 Senator Harrison Williams
(D., N.J.) estimated that it would cost
businesses approximately $191.5
million to expand the coverage of their
disability plans.18 However, despite
these costs, the Senate recently voted to
require employers to include pregnancy
benefits in their disability programs; the
legislation was then sent to the House
for further action.19
Numerous state laws and company
policies restricting employment of
women in certain occupations have been
voided. Job opportunities advertising in
columns labelled “Male” and “Female”
have been eliminated. Actions are being
taken to secure equal pension plan
benefits, and long-followed actuarial
tables and insurance programs are in
jeopardy. Specific suits against AT&T
($45 and $30 million — and Bank of
America ($3.5 million) regarding sex
discrimination in promotion have been
settled. The large amounts have at
tracted attention but the major advance
initiated with the Bank of America. In
this plan the money was not paid to the
employees but to a trust fund to be used
by women employees of the bank who
enter management training and other
self-improvement programs. The bank
also agreed, by the end of 1978, to have
women hold 40 percent of the
managerial positions. No statistics are
available to indicate that this goal can be
achieved within the next year.
The real question of progress is not
the court settlements but the actual
acceptance of women as individuals
whose qualifications are considered
without regard to sex. In a survey of
1,500 Harvard Business Review sub
scribers, Rosen and Jerdee reported that
“unconsciously, managers often make
personnel decisions and evaluations us
ing the traditional male-female con
cepts.”20 When careers and family
obligations conflict, executives expect
males to give the priority to the job and
females to sacrifice their careers. In
situations where the job requirements
are known and a candidate’s
qualifications are clearly superior,
managers respond to the facts and make
unbiased decisions. However, if the
qualifications of the candidates are
equal or the information is ambiguous,
managers tend to favor the male for
promotion. There can be little doubt
that if equal opportunities are to exist
for women in professional or
managerial positions, executives must
recognize and correct their biases.

The resulting confusion (from
EEOC time-lags) has caused
many top executives to rely
more on legal and financial ad
vice than on the advice of per
sonnel managers in taking a
stand on discrimination.

THE FUTURE
While EEOC has had a late start in in
itiating enforcement, its success in the
AT&T and Bank of America
settlements has been impressive. At the
same time, it has been faced with long
delays and some failures. For example,
as has been discussed, success in one dis
trict court on maternity leaves has been
offset by failure in another district court
and in the Supreme Court. The resulting
confusion has caused many top ex
ecutives to rely more on legal and finan
cial advice than on the advice of per
sonnel managers in taking a stand on
discrimination.

Affirmative action plans are just
paper. It takes people to make them effec
tive. Managers have been known to take
forceful action when they were sure it
was what their superiors desired. In a
study of government managers respon
sible for EEO programs, Larry Short
reported that the lowest level of commit
ment was assigned to prohibition
against discrimination because of sex.
He reported that when the government
officials perceived strong commitment
by their superiors, they provided greater
support of the program and perceived
more accomplishm
ents. It was conclud
ed that improved efforts could be
achieved through formal training of the
managers in EEO and strong support of
the program at the top levels.21
These results can also be reflected into
the private sector. If the affirmative ac
tion plan is to be more than just paper,
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One of the
best known
accountants
doesn’t do
accounting.

Robert Half is a Certified Pub
lic Accountant. But he hasn’t
practiced accounting since
1948 when he established
Robert Half Personnel Agencies
... an organization devoted to
finding the best talent in ac
counting, finance, banking and
data processing.
Robert Half’s offices are
staffed by CPAs, CAs, Control
lers, Bankers and Systems En
gineers. They’re specialists ...
they’re professionals ... they
know their market and they
know their people. Robert Half
does what he does best... finds
competent financial and EDP
personnel for employers
throughout the world.

There are 55 Robert Half of
fices in the United States, Ca
nada and Great Britain. Look in
the White Pages.

ROBERT
HALF
PERSONNEL
AGENCIES
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The future change will be towards
the operating manageress must support
it. To encourage such support, the top smaller families, greater education, and
level management must show a true and removal of artificially created barriers
positive commitment and make the based on a false statement of job
operating manager’s advancement qualifications. As new generations
dependent on affirmative actions. mature with new concepts of the roles of
General Electric has attempted to in man and woman, and enter the work
duce the internalization of affirmative force, equality will result. Such equality
action by managers by rating them on will build upon the slow advancements
their performance in EEO. Since 1968, now observed; but, it will be primarily
they have shown appreciable in in due to the desire of the female to satisfy
creases in the number of women and her needs as an individual, added to
minority employees in managerial recognition by the educated male of the
professional positions. It is hoped that woman as an individual with abilities,
other companies will follow suit. Or, faults, and ambitions equal to those of
perhaps, managers will be jolted into ac man.
tion by the extension to business
managers of the decision of the decision
of the U.S. Fifth Circuit Court of
FOOTNOTES
Appeals that held that a Federal 1U.S. Department of Commerce, Bureau of the
A Statistical Portrait of Women in the
Manager may be individually sued and Census,
United States, April 1976, p. 27.
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few years for its solution regardless of 3Waldman, Elizabeth and Beverly J. McEaddy,
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to fill the positions becoming available? 8lbid., p. 246.
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and must be educated to accept the Employment Commission,” Chronicle of Higher
Oct. 11, 1976, p. 12.
changing role of women. The real move Education,
12 Womanpower, July 1974, p. 1.
ment that will bring about equality of 13“Women at Work,” Newsweek, Dec. 6, 1976, p.
women is the change now underway in 70.
our educational institutions as a result 14Monthly Labor Review, May 1974, p. 76.
of the adoption of Title IX. Title IX l5Ibid., p. 77.
16“The Supreme Court Decision in General
provides that “No person in the United Electric Co. v. Gilbert, Sex, Pregnancy, and Title
States shall on the basis of sex, be ex VII of the Civil Rights Act of 1964,” Con
cluded from participation in, be denied gressional Research Service (Library of Con
the benefits of, or be subjected to dis gress), Jan. 21, 1977, p. 13.
July 1974, p. 6.
crimination under any education 1718“Womanpower,
Senate Vote Adds Pregnancy to Workerprogram or activity receiving federal Disability Plans,” The Miami Herald, September
financial assistance.” It is here and in 17, 1977.
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Rosen, Benson and Thomas H. Jerdee, “Sex
movies that young girls will see that 20
Stereotyping in the Executive Suite,” Harvard
women can be accountants, doctors, Business Review, March-April 1974, p. 45.
scientists, and whatever they desire to be 21Short, Larry E., “Equal Employment Oppor
if they have the ability. The guidance tunity As Perceived By Government Officials,”
counseling of girls and women will not Public Personnel Management, March-April,
pp. 118-124.
be for jobs that women have traditional 221973,
Womanpower, July 1974, p. 6.
ly held, but for any career for which they 23“Women Graduate School Enrollees up Last
are individually qualified.
Year,” The Middletown Journal, July 17, 1975.

According to a study by Copeland,
Wojdak and Shank, three solutions to
the LIFO dilemma were suggested.

Change To LIFO
Management appraises the results.

First, those companies in positive
profit-difference industries can use
LIFO for accounting purposes and
FIFO for tax purposes.

Second, businesses that face rising
prices and elect LIFO for tax savings
can disclose the negative profit
difference in their financial
statements...
Finally, under some circumstances,
LIFO may be used for tax purposes
by a subsidiary’s operations on a
recomputed FIFO basis.2

Ruth Bullard, CPA, Ph.D., is Associate
Professor of Accounting at the University of
Texas at San Antonio. She is a past president
of the San Antonio Chapter of ASWA and
has served this journal as editor of the Per
sonal Management column.

Laura Starks, CPA, is Teaching Assistant at
the University of Texas at Austin where she
is doing graduate work in accounting. She is
a member of the San Antonio Chapter of
ASWA.

Inflation rose to double digits in 1974,
a phenomenon which was accompanied
by high interest rates, high levels of in
ventory, and production and capacity
shortages. These factors combined to
create a unique and difficult climate in
which businesses had to operate. In an
attempt to deal with this climate, many
corporations adopted the last-in, first
out (LIFO) inventory accounting
method to remove the “inventory
profits” caused by inflation, and to
reduce income taxes. The corollary
against these benefits derived from
LIFO is that, due to the requirement of
Internal Revenue Code Section 472 (c),
if LIFO is used for tax purposes it must
also be used for reporting — thus,
lowering reported earnings.
Concurrent with the above events,
common stock equities were experien
cing one of the worst markets since the
1930s. With the high rate of inflation, it
seemed a prime time to make the switch
to LIFO. In fact, some of the financial

media1 expressed a belief that intelligent
investors would react with favor to an
adoption of LIFO.
What have been the results of this
switch in accounting methods? Has the
impact been as dramatic to corporate
profits and tax revenues as theorists and
politicians claimed it would be? What
criteria influenced management
decisions and, in retrospect, is manage
ment satisfied with their decisions? The
study reported herein gives answers to
some of these questions.
Historical Perspective of LIFO
In years past accounting disclosure
rules as provided by APB Opinions 20
and 28, FASB Statement 3, and ASR
159, required that all details of LIFO
switch be reported including the
differences in earnings resulting from
the change in accounting methods, thus
providing sufficient data for the market
analyst to make comparisons on the
basis of what the earnings would have
been without the switch.

Although all these recommendations
are consistent with the above mentioned
accounting disclosure rules, only the
first solution is practical for those
relatively few industries in which such
characteristics exist. With the release of
Rev. Rul. 73-57 usefulness of the third
solution was severely restricted. Then,
the publication of Rev. Rul. 74-586 im
posed stringent constraints on the
amount and kinds of information dis
closed, thus diluting the advantages
cited in the second solution suggested.
While it is recognized that Revenue
Rulings are the lowest in rank order of
the IRS rulings, these two rulings have
been effectively enforced by threat of
negation of the LIFO election.
Prior to 1974 few companies had
adopted LIFO usage; 16 percent of the
Fortune 500 industrials were using
LIFO as their principle method of in
ventory costing in 1974. Also, one-third
of the corporations electing LIFO
applied it in combination with other
methods. It appears then that businesses
had been very reluctant to use LIFO,
perhaps because of the controversy sur
rounding the method or perhaps
because of the drop in earnings that
must be reported in a year of adoption.
Yet, such a reason is contrary to the
“efficient market hypothesis.” Em
pirical evidence exists that supports the
“efficient market hypothesis”3; and,
there also is some evidence of a growing
acceptance of the validity of the
theory.4. It is theorized that the informa
tion derived from earnings flows, as they
affect intrinsic stock values, will be dis
counted by the market; and, although
lags may exist, the capital market is
relatively efficient though not perfectly
efficient. If the efficient market
hypothesis works, then the
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sophisticated user of accounting infor
mation should have discounted the
reported drop in earnings generated by
application of an accounting method.
Perhaps corporate managers failed to
have confidence in the automatic
market adjustment to the reported data.
This lack of confidence may have been
due to several studies whose results are
not consistent with the efficient markets
hypothesis, at least in its semi-strong
form5.
Study Procedure
Using the May 1974 Fortune 500 list,
two types of companies were isolated:
firms already using principally LIFO for
their inventories in 1973; and firms
which adopted LIFO during their fiscal
1974. This survey provided 166 com
panies in twenty-nine industries —
classification according to Standard &
Poors. The earnings and taxes of these
companies were then examined to deter
mine the effect of the LIFO change. The
basic hypotheses of the study were that
the influences triggering the switch to
LIFO were: 1) the need for cash, 2) the
desire to remove “illusory inventory
profits” from the reported earnings, 3)
the extremely poor performance of the
equity market, and 4) the impetus added
by other corporations in the same in
dustry adopting LIFO. To test these
assumptions, a questionnaire was sent
to the controller or financial vicepresident of each firm. In order to ob
tain adequate response, the question
naire was deliberately simplified. A
response rate of 66 percent was obtained
which represents 110 firms responding
(with 108 usable questionnaires), an ex
ceptionally high rate for mail question
naire replies.
LIFO’S Impact
on Earnings and Taxes
Of the 166 companies in the Fortune
500 that switched some portion of their
inventories to LIFO during 1974, 16
companies were already using LIFO
principally and were extending this use,
119 began to use LIFO principally, and
32 continued to use either FIFO or
average cost principally but switched a
significant portion of their inventories
to LIFO. Thirty of the 500 companies in
the survey did not reveal their inventory
pricing data in published statements in
1973 or 1974.6
The adoption of LIFO by these com
panies lowered total earnings by $2.8
billion or an average 16 percent decrease
(Exhibit 1). Four of the corporations in
curred losses which would not have been
incurred if they had not changed to
14/ The Woman CPA

LIFO and two companies increased
their losses. The largest dollar impact on
a single firm’s earnings was on Dow
Chemical whose earnings were lowered
by $271 million. The largest percentage
reduction of 172 percent was incurred
by Roper Corporation, which reported
a loss due to the change over. The
highest percentage impact for a com
pany which did not incur a loss was 96
percent for Scott Paper. The switch
caused earnings reductions of over 50
percent for thirteen companies in the
sample, while another thirty firms had
reductions in excess of one-third. Also,
for the companies adopting LIFO for a
significant portion but retaining
another method for the majority of their
inventories, the results were as
dramatic.
The average tax saving and conse
quent increase in cash flow was $7.1
million. Dow Chemical again scored the
largest dollar impact with a tax saving of
$127,919,000. It is apparent that the
adoption of LIFO was dramatic both in
terms of earnings reductions and tax
savings.

Results of the Questionnaire
Following are the responses to the
questionnaire which was used to deter
mine the influences affecting
management’s decision to adopt LIFO
and their opinions regarding their deci
sion for adoption.
Management’s Thoughts on Industry
Use of LIFO
Management’s appraisal of the use of
LIFO is revealed by the response to
Question No. 3, as shown in Exhibit 1.

EXHIBIT 1
RESPONSES TO QUESTION NO. 3

Do you feel that it would be beneficial
for all the companies in your industry to
use LIFO?
Yes
No
Not necessarily
Probably
Most have
No answer
Other comment

51
15
6
3
7
10
16
108

LIFO Use by Industry
Previous studies7 have found that
LIFO was particularly effective for in
dustries in which profits were sensitive
to price increases. This study bears out
the previous findings. For example, in
the textile industry, in 1973 only five of
the twelve companies were principally
using LIFO. Three of the five extended
their use of LIFO in 1974 and another
three switched predominately to the use
of LIFO, bringing to eight the number
valuing their inventories principally by
the LIFO method.
Three other industries not mentioned
in prior studies had significant LIFO
adoptions in 1974. The most striking
change was in the tire and rubber in
dustry. Of the six companies in this
study, only one used LIFO primarily in
1973, yet five of the six were using LIFO
primarily by the end of fiscal 1974. The
chemical industry also had a large
number of conversions to LIFO, from
two of the total of thirty-three using it in
1973 to twenty-three using LIFO by the
end of fiscal 1974. Interestingly, the in
dustry which began the use of LIFO, the
petroleum industry, had only thirteen of
its twenty-eight companies
predominately on LIFO in 1973, but
twenty-two were using LIFO principally
and another two had switched their
domestic inventories to LIFO complete
ly by the end of fiscal 1974.

Surprisingly this question generated
many comments, and it was also the
most unanswered question. Thirteen of
the comments dealt with the effect of the
individual nature of a company’s situa
tion on the decision, six of the
respondents felt that LIFO would be
beneficial for comparative purposes,
and five companies felt that LIFO is
beneficial in general due to the present
business situation.
It is important to note that these
responses were from top level manage
ment, i.e., either the controller or finan
cial vice president. Obviously, as these
companies are among the 500 largest in
dustrial firms, many of them are highly
diversified and cannot really be
classified as being in one industry. There
was no consensus on Question No. 3.
Many managements demonstrated that
the switch to LIFO is a highly in
dividualized decision, depending upon a
company’s pricing methods,
capabilities, economic circumstances
and the timing of the switch.
Influences on the LIFO Decision
As can be seen from the previous find
ings, the adoption of the LIFO inven
tory method of accounting can produce
tremendous tax savings. Numerous
authorities8 have felt that tax benefits
were the only reasons for the use of
LIFO.

EXHIBIT 2
RESPONSES TO QUESTION NO. 1

Which of the following choices describes the reason(s) your company
switched to LIFO in 1974? Please rank your choice if more than one is
appropriate.
Reasons

First

Second

Fourth

Third

15
46
19
“a”
4
14
16
“b”
“c”
22
25
7
4
“d”
0
2
“e”
2
0
0
0
3
0
“a&c”
0
16
“b&c”
7
0
7
0
“a&b&c”
a) More accurate measurement of real profit
b) Possible reduction in income tax liability.
c) Cash flow improvement
d) Switch to LIFO by other companies in your industry.
e) Other (please specify).
The first question in the questionnaire
was an attempt to determine to what ex
tent the tax savings and the consequent
increased cash flow led to the adoption
of LIFO in 1974 and to what extent the
companies were influenced by other fac
tors, such as the desire to express ear
nings without “illusory inventory
profits” and the impetus to change by
the switch of other companies in the
same industry.
Although the tax savings inherently
leads to increased cash flow, the two fac
tors were separated because of the
differences in terminology and possibly
by differences in motivation.

As can be seen, the more accurate
measurement of real profit was the most
pervading influence as eighty companies
found it to have influenced their deci
sion, while fifty-four firms found the
increased cash flow to have affected
their decision and thirty-four were
influenced by the reduced tax liability.
Significantly, despite the lemming
like appearance of LIFO adoptions in
some industries, only ten firms respond
ed that the switch to LIFO by others in
their industries had influenced their
decision.
Another interesting finding is that not
one company designated the “reduction
in tax liability” to be the only influence.
This is true despite the fact that 18
firms indicated the “more accurate
measurement of real profit” to be the
only influence and seven companies in
dicated “the increased cash flow” as the

only influence. Of course, since so many
companies in public discussions have
tried to play down the importance of the
tax benefits in order not to incur the
righteous wrath of politicians, it is
realistic to recognize that prudence
guided their responses.
The Stock Market’s Influence
Question No. 4 was included to deter
mine if the 1974 bear market affected the
decisions of management.
EXHIBIT 3
RESPONSES TO QUESTION NO. 4
Did the poor price performance of the
equities in the stock market in 1974 in
fluence your decision to switch to
LIFO?

Yes
No
No answer

12
94
2
108

Of the twelve which stated that the
poor performance of the market did
affect their decision, three qualified
their answer by stating that it was a very
minor consideration. One respondent
said, “To a limited extent we were in
fluenced by our analysis in that a
decrease in earnings due to LIFO would
not have an adverse impact on our stock
price.”9 Another manager stated that
the bear market “provided the oppor
tunity to switch to LIFO and gain tax
savings without further impairing P/E
ratio.”10 Two firms responded with the
common belief that they felt their firm’s

0
0
0
4
0
0
0
0

stock price could not get much lower,
and hence, the switch. Several com
panies also commented that the adop
tion of LIFO had not caused a negative
reaction to their stock prices.
Of the ninety-four companies who
responded that the low equity prices had
not affected their decision to adopt
LIFO, four did remark that the stock
market had been a minor consideration
and three companies stated their belief
that the stock market would respond
favorably to LIFO. Another company
that responded negatively did consider
the stock market but “determined there
would be no significant effect.”11
The responses to this question refuted
our premise that the bear market was a
leading influence on adoptions of LIFO.
Management’s Evaluation of LIFO in
Retrospect
As the use of the LIFO inventory
method of accounting involves substan
tially more record-keeping and is a more
complex method than FIFO or average
cost, an effort was made to determine if
the firms which adopted LIFO had
found that the mechanical problems
outweigh the benefits; or, whether LIFO
had lived up to management’s expec
tations.
EXHIBIT 4
RESPONSES TO QUESTION NO.2
In retrospect, are you satisfied with the
switch to LIFO?
Yes
107
No
1
108
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From the comments of the
respondents, it can be said that although
LIFO has accomplished its objectives,
the side effects of its use are causing
problems. Examples include the dif
ficulty of estimating and reporting in
terim earnings, the difficulty of making
internal analyses of segments of their
businesses and the tremendous effort for
data processing departments.
Due to the operational problems, it
had been expected that more firms
would be dissatisfied with LIFO. The
consensus of the respondents seems to
be summed up by one comment which
stated: “The computational and
accounting ‘mechanics’ of LIFO are
quite complex; however, the cash flow
benefits seem well worth the effort.”12
Percentage of Inventories on LIFO
As accounting for LIFO inventory is
a complex and costly procedure, it
would seem that changing only a por
tion of the inventories to LIFO would
create more problems than a complete
change over. In an attempt to determine
if there were any significant differences
in degree of satisfaction between those
companies changing the major portion
and those changing only a small portion
of their inventories, questions No. 5 and
No. 6 were posed. As only one firm ex
pressed dissatisfaction with LIFO, such
differences could not be determined.
Despite the lack of possible cor
relations, there were several interesting
aspects to the responses to these two
questions. Seventy-six of the
respondents were using LIFO for less
than 10 percent of their inventory in
1973, with sixty-one of these companies
having no LIFO inventories. Only seven
companies were using LIFO for over 50
percent of their inventory in 1973 and
only one of these used LIFO for 90 per
cent or more. Yet, in 1974, seventy-eight
percent of the respondents changed over
half of their inventory to LIFO.
Additional Thoughts of Management
on LIFO
To gain insight into any additional
problems, benefits, and/or thoughts
about the LIFO inventory accounting
method, a question was included re
questing “Additional Comments.”
All of the comments in this section
dealt with the tax laws, with several of
the comments dealing with the Internal
Revenue Service’s nondisclosure laws.
In fact, one firm felt that it could not
answer the questionnaire at all because
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it might jeopardize their LIFO election,
one felt that it could not reveal its name
because of the IRS nondisclosure rules,
while others felt that the IRS should be
compelled to change its position on the
nondisclosure rule after a year of
change.

Conclusions and Comments
One-third of the 500 largest com
panies switched to the LIFO inventory
method of accounting in 1974. The
effects of such a switch in accounting
methods on the 166 companies studied
was a reduction in earnings of $2.8
billion and the generation of a tax sav
ing and consequent increase in cash
flows of $1.18 billion.
The primary cause of the 1974 adop
tions of LIFO cited by management was
the more accurate measurement of real
profit. The need for cash flow, a com
mon problem in periods of inflation,
was indicated by management as a ma
jor influence thus supporting our
premise to this effect. The reduction of
tax liability was third in ranking of
reasons for their adoption of LIFO.
The premise that one impetus of the
switch was that other corporations in
the industry were switching was not
borne out by the study. Also, little sup
port was found for the hypothesis that
the prime instigation was the poor
performance of the equity market.
Discovery of industry trends not
found in previous studies included
significant LIFO adoptions in the tire
and rubber industry, where five of the
six companies were primarily using
LIFO by the end of fiscal 1974. Another
new industry highlighted by this study
was chemicals. The chemical industry
produced the greatest number of com
panies adopting LIFO, the largest dollar
reductions to earnings, and the greatest
total tax saving of any industry in the
survey. This industry also provided the
company, Dow Chemical, with the
greatest individual impact in the survey.
The third new industry found by the
study was the machinery industry.
Although the number of changes to
LIFO has slowed since 1974, the ap
parent long-term trend toward rising
price levels and high interest rates con
tinues to make LIFO an attractive alter
native. The satisfaction of those com
panies that have adopted LIFO also
adds to the continuing importance of
LIFO for corporate management.

Editorial Note: Tabulation is available
showing the impact on earnings and taxes
for the 166 companies that switched to LIFO
in 1974, and which were the basis of the
foregoing analysis. Interested readers may
obtain the tabulated data direct from the
authors.
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Even naive citizens are aware of
changing land values, sometimes pain
fully aware, and more than few have
also felt cheated when competitive
marketing has driven down the
purchase price for a showy new toy only
a few months after the owner bought it.
Many Americans further understand,
all too well, what economists mean
when the dollar is referred to as a rubber
Are accounting restatements
measuring stick that bends and stretches
to show like quantities at different costs,
worth the cost?
year after year. The 1958 dollar was not
the same as the dollar in the 1978
pocket. As U. S. dollars grow smaller in
implication as exchange potential, so
does the joy of the real-estate holder
whose ten acres of forest and lake fron
tage have soared in “value”. Those un
dependable dollars can be even more
perfidious than calculators, and
microwave ovens, that lure the eager
into costly buying mistakes.
Of course, the dynamic dollar and the
specific item considerations are in
terdependent. The dynamic dollar is a
manifestation of the composite specific
item changes, and each specific item
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It seemed to be more than enough
in fact, it is apparent in all data for requirements for financial statements
Until its PuPU1 went.
economic consideration.
for fiscal years ending after December
How practical is it to present an asset 25, 1976, The Commission requires (for
And so they sit and wonder
About their Balance Sheet;
at its historical cost when this historical the 1,000 largest nonfinancial cor
To ascertain their status
cost is often totally meaningless? Con porations2) disclosure of certain
Is really quite a feat.
sider the friend who in the 1930’s specified replacement cost information
purchased ten acres of forest (including on statements filed with the SEC. The
The cash they saved so faithfully
2,000 feet of lake frontage) for $ 100; this footnote disclosure for assets must in
Is scarcely worth a thing.
land is currently in a prime recreational clude the current replacement cost of in
Their land that was near worthless
area
where lake frontage is selling for ventories and the estimated current cost
Could ransom any king.
$ 110 per foot. Or, in the other direction, of replacing the productive capacity of
1PuPU is John C. Burton’s acronym for
hypothesize an accounting firm which, depreciable, depletable, and amor
Purchasing Power Units; for example, see John C.
repeating
one of the author’s mistakes a tizable assets on hand at the end of each
Burton, “Financial Reporting in an Age of Infla
thousand fold — a few years ago fiscal year. Additionally, there must be a
tion”, Journal of Accountancy, February, 1975,
page 70.
purchased calculators for $ 123.95 which statement as to the amount of deprecia
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tion, depletion, amortization, and the
cost of sales, assuming that they had
been computed on the basis of
replacement costs of the productive
assets.
The authors’ alternative to PLAD is
presented in Section 6. Finally, a brief
summary and conclusion is given in Sec
tion 7. The question to ponder is — if ac
countants don’t find a final solution
soon, will the new SEC disclosure re
quirements be expanded perhaps to the
entire financial statements, be covered
by the auditor’s opinion, and subse
quently become part of the generally
accepted accounting principles?

methods is quantity.
Proponents of PLAD acknowledge a
problem caused by changing
technology, and related to q(?,i). They
have decided that there should be a
cutoff year Y (e.g., 1945), and that
items purchased before Y should use
the,year Y index. The reason is that
technological advances have made the
product mixes of N items prior to Y
noncomparable to the product mixes
after Y. How many computers and TV
sets would have appeared in the 1920 in
dex listing?
The authors do not think that this
analysis has been carried far enough.
Although setting a time range which gives
The recognition of the problem dates better item-to-item comparability, the
to early U. S. history. In 1780, some intrinsic capabilities of items are ap
notes were issued by the State of parently not sufficiently considered. For
Massachusetts. Both the principle and example, an early medium-sized com
the interest were adjusted by the ratio:
puter might have cost $100,000; a pre
sent
machine of the same relative size
R = cost (5 b. corn,
scale, on the other hand, could easily
68# beef, 10# wool,
cost several times that much. However,
16# leather)
this modern machine is so much faster
£130
that the actual cost per computation is
considerably lower.
A more realistic index would result if
the components of the index equations
The subject was mentioned infrequently were stated in comparable units. After
in the accounting literature until 1935, all, isn’t PLAD’s raison d’etre the stan
when Henry W. Sweeney published an dardization of measuring units?
article on stabilized accounting4. (Many
2.
From Theory to Practice
of the “new” current ideas are contained
There is no question that the first year
in that article!) Sweeney was concerned of PLAD would be difficult — all of the
about rampant two percent inflation indices would have to be determined for
rates. Recent rates in some South the balance sheet items. However, after
American countries were over 100,000 the initial hump, little extra effort would
percent. Rates in the United States and be required. To demonstrate this, the
other developed countries are in two authors have developed a set of com
digits; a solution to this problem is badly puter programs for adjusting the
needed!
balance sheet, computing monetary
What Index?
gains/losses and adjusting the income
If one is going to adjust statements ac statement.
cording to some price level index, then
The number of items has been limited
the choice of an appropriate index is an in these programs. However, all the
immediate problem.
necessary basic logic is incorporated.
Suppose that one is going to consider Hence, the authors believe that reser
a product mix of N items. This must vations about PLAD founded on the
then be definition of the following quan premise that it is difficult to put into
tities for each item i:
effect are not valid when compared to
the application of other available alter
q(0,i) = quantity used in base year;
natives such as current market value or
q(l,i) = quantity used this year;
replacement cost.
q(a,i) = average quantity used;
3.
Monetary Gains and Losses
p(0,i) = price in base year;
One of the problems of PLAD finan
p(l,i) = price this year.
cial statements is the disposition of
monetary gains and losses. Should the
Four formulae prevail currently, employ monetary gains and losses be taken
ing various combinations of the q and p through the income statement or should
values, but the formulation of the Gross they be excluded from net income even
National Product Implicit Price on an adjusted statement? According to
Deflator has the strongest support.5 The research published by Weil and David
crucial differentiation among the son6 in early 1975, there is a substantial
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difference in adjusted net income ex
pressed as a percentage of reported net
income (by a factor of six or eight times)
when monetary gains are included as
compared to the exclusion of these
gains. Note, however, that the results
are not necessarily over statements.
Many of these figures including
monetary gains and losses were still
below reported net income and the
medians of thirty companies were near
(99 to 100 percent) reported net income.
Another sample of thirty companies
showed a median adjusted net income
including monetary gains and losses
that was 92 percent of reported net in
come on the statements.
Schwieger and Dittrich7 provided a
graph to estimate the effect of price-level
adjustments on reported net income
with various ratios of net monetary debt
to fixed assets, noth long-lived and
shorter-lived assets. The larger the ratio
the more the increase in adjusted net in
come, and the smaller the ratio the more
the decrease in adjusted net income as
compared to reported net income. The
graphed results included adjustments
for only net monetary position and fixed
assets and some qualifying assumptions.
The research indicated that the results of
price-level adjustments are quite
variable.

4. Is a General Price Index Preferable
To Some Other Method?
There are many arguments for and
against PLAD, but this paper will avoid
debating them individually. Rather, one
crucial question will be considered in
detail.
Certainly PLAD does result in a un
iform measuring unit. However, this
measuring unit is applied to most items
on the basis of historical cost. Do the
results provide enough more informa
tion to justify all the effort.?
As simple examples, consider the two
situations mentioned in the introduc
tion: the land at $100 and $1,000
calculators at a total of $123,950.
Assuming current index ratios for the
times of purchase are 25 and 1.15,
respectively, these items would be
shown at $2,500 and $142,543. The first
is still greatly understated and the se
cond is even worse than the unadjusted
figure since the going price for these
items is $49,950.
Of course, the preceding paragraph
implies that a better evaluation techni
que is in order. Is a technique available
that will meet the criterion of objec
tivity?
There is a compromise. Specific index

adjustments are very objective, and yet
they allow groups of items to be ad
justed independently within the general
framework of PLAD. Many such in
dices are already available, since the
GNP index is in essence computed from
a vast set of subindices.
The objections of “difficult and ex
pensive application” are heard again.
“Think of General Motors and how
many items they would have to adjust!”
First, there is no suggestion of
treating each item separately — only
groups of items. Second, computer
programs designed for PLAD ad
justments could be modified very easily
to accomplish group translations. In
stead of just a purchase-year monetary
index, each item would be tagged with
both this index and its classification
code. At the end of the period, both the
current general index and the list of
specific indices for each classification
would be read into the computer and the
appropriate adjustments accomplished.
As with PLAD, there would be an in
itial hump coincident with the first
application. Also, such a technique
would not necessarily adjust each
specific item to the absolutely “best”
figure (the land probably would remain
understated). However, the figures
would be much better than single-indexadjusted historical cost, and would
maintain the objectivity of historical
cost.

product of a system with an entirely
different mode of operation. Replace
ment cost in such a case might represent
an adjustment of new system costs to
equate that output to present processes,
but that might imply a decision to switch
to the new system — a decision which
has not been made, and may never be
made.
When problems like the above arise,
some proponents of replacement value
recommend reversion to reproduction
cost, valuation, or indexed historical
cost. The author’s comments are two
fold. In the first place, reproduction cost
is usually worthless because it involves
an estimate on a custom-make device
to replace one that was probably mass
(in some sense of the word) produced.
The cost of the two processes of produc
tion are scarcely comparable. More in
portant, the vast repertoire of alter
native replacement cost determination
methods would result in a conglomera
tion of unreliable figures on the
statements!
The SEC recognizes a wide variety of
“valuation” alternatives, not necessarily
in the same order as those listed above.
Determination of maintenance costs for
current production capacity also
presents problems ofjudgement.

decisions (good or bad) without allow
ing the potential misunderstandings
created by reporting monetary gains
and losses as income, as discussed in
Section 3.
Conclusion
It is difficult to try to summarize the
points presented in the previous sec
tions. Instead, a little bit of philosophiz
ing will be substituted.
There are several workable ap
proaches to making statements more
meaningful; obviously, the authors
think that theirs is best. The SEC has
moved to establish its version,
which the authors do not think is best.
The accounting profession is apparently
sitting on its hands, which the authors
also deplore.
The accounting profession needs to
look at the FASB exposure draft, and
comments received about it, and work
out some new plan, and do it soon. In
the United Kingdom, the government
stepped in and came up with a
reasonable plan. It appears that the
same thing may be happening in this
country. John C. Burton, when he was
Chief Accountant of the SEC, stated
that the exemption for small companies
may be eliminated in two or three
years.10 The SEC plan should be con
sidered very carefully to determine if it is
6. A Different Idea
the most reasonable plan. It seems to
lack careful consideration of several
In this section the authors present
problem areas.
their view of how statements can be
5. Determining Replacement Value
made more meaningful. Most aspects of
Replacement value is a value based on the approach have been supported in
replacement cost after adjustment for earlier sections; hence this presentation
the already expired service potential. is mainly a summary.
Footnotes
Replacement cost is the lowest amount
Non-monetary assets should be ad
that would have to be paid in the normal justed using specific indices. These
1John C. Burton, “Financial Reporting in an
course of business to obtain an asset of changes should be split between the Age of Inflation”, Journal of Accountancy
equivalent operating capacity. How PLAD change (taken directly to retain (February, 1975), pp 68-71
2Wall Street Journal, “Replacement-Cost Ac
does one determine such a cost in an age ed earnings) and the individual change counting Plan Adopted by SEC”, (New York,
of rapidly changing technology? There (taken directly to retained earnings) and New York), March 25, 1976, p 4
3Securities and Exchange Commission, “Ac
seem to be four basic approaches in the individual change (taken through
use:2
*468
the income statement). Depreciation ex counting Series Release No. 190”, March23,1976
4Henry W. Sweeney, “The Technique of
pense should be based on current cost Stabilized Accounting”, Accounting Review
1.
specific prices;
determined by the application of (June, 1935), pp 185-205
2. estimates based on product specific price indices, and the balancing
5Financial Accounting Standards Board,
reproduction;
entries then split between historic ac “Financial Reporting in Units of General
Power”, (December, 1974)
3. expert valuation;
cumulated depreciation and the asset Purchasing
6Roman L. Weil and Sidney Davidson, “Infla
4. a combination of the above with valuation adjustment account, as dis tion Accounting”, Financial Analysts Journal
specific price index adjustments.
(January-February, 1975), pp 27-31, 70-84
cussed by Edwards.9

Suppose the market offers no
replacement with the same capacity. A
pro-rata cost based on ratios of
capacities has been suggested in that
event. Complete knowledge is required,
however, of the implicit cost structure of
each alternative. Complications mount
when the only comparable output is the

Monetary gains and losses should be
computed using PLAD. Any losses
should be taken to a special account in
owners’ equity. Gains should be
recognized only to the extent that they
cancel previous losses. In neither case
should the values be taken through the
income statement. This procedure is
mandatory to recognize managements’

7Bradley J. Schwieger and Norman E. Dittrich,
“Variability in the Effect of Price-Level Changes
on Reported Income”, Cost and Management
(July-August, 1975) pp 6-11
8R. J. Flew and B. F. Trump, “Establishment of
Replacement Values with Particular Emphasis on
Technological Change,” Australian Accountant
(December, 1975) pp 652-656
9Edgar O. Edwards, “Depreciation Policy Un
der Changing Price Levels”, Accounting Review
(April, 1954) pp 267-280
10 Wall Street Journal, op. cit.
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There are many considerations that
affect the length of time over which
business data should be retained and the
form in which that data should be main
tained. Some of these considerations are
internal and operational. Some are im
posed by external factors, usually legal
requirements.
Basically, machine-readible records
are saved as long as they are needed for
production of reports, for use in an up
dating process, or for use in a
reconstruction process. Reconstruction
in computerized activities occurs when,
for one reason or another, original data
in its machine-readible format is
destroyed and has to be recreated. If
proper thought is given to forms for sav
ing data in its machine-readible form,
this reconstruction procedure can be
greatly facilitated. If, however, when
machine-readible data is destroyed, the
installation has to go back to original
non-machine-readible forms to
reconstruct that information, the
process can be time-consuming.
The Internal Revenue Service in
Internal Revenue Bulletin No. 1971-3,
issued a ruling requiring that:
Punched cards, magnetic tapes, disks,
and other machine-sensible data media
used for recording, consolidating, and
summarizing accounting transactions and
records within a taxpayer’s automatic
data processing system, are records
within the meaning of Section 6001 of the
code and Section 1.600-1 of the
regulations and are required to be retain
ed as long as the contents may become
material in the administration of any In
ternal Revenue law.1

The exact significance or impact of this
ruling on the retention practices of in
dividual installations is hard to predict,
and in fact installations were invited to
obtain from the Internal Revenue Ser
vice specific individual rulings regarding
the retention of their file. In general,
however, the basic criterion that deter
mines how long information shall be
retained in a machine-readible format is
the usefulness of that information to the
installation.
The Nature of Data Processing Files
Machine-readible data can take many
physical forms. It can appear as holes in
a punched card, as magnetic spots on a
strip of tape, or as magnetic spots along
a tract in a disk file Of much more im
portance than the physical arrangement
of the data are the logical organization
and the meaningful relationships
between the various pieces of informa
tion. Basically these logical
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relationships hold, regardless of the
physical form of storage. Traditionally,
a basic unit of information is known as a
data record. A data record can be con
sidered that collection of information
that records an event, transaction, or
happening that is to be recognized in the
information system. For example, a sale
of a given item to a particular customer
would be a transaction that would be
recorded in a unit of information called
a record.
A data file represents a collection of
related records into a larger information
unit. For example, all of the sales
records for a given day (one record for
each sale occurring during that day)
could be collected into a file that would
be the sales file for that day. Another ex
ample of a file would be the accounts
receivable master file, which is a collec
tion of records showing the balance due

from each customer.
Files basically are of two types. There
are those files that may be designated as
master files, which contain information
that is usually considered permanent
and that is periodically updated by tran
sactions occurring in the normal opera
tion of the organization. Sometimes
these files are referred to as generation
files. Once a file is updated, another ver
sion or generation of that file exists. For
example, the December 31st version of a
master file will represent a different
generation than the January 31st ver
sion which is produced by the use of
January transactions to update the
December 31st balances.
The frequency with which a master
file is updated depends upon the
processing cycle of the organization in
volved, but the principle is basically the
same-master files are periodically up-

Figure 1. File Backup With Generation Files

dated. There are, therefore, several
generations of that same file. One of the
concerns in an installation is to maintain
proper identification, not only of the
file, but also of the generations of the
file.
Another type of file is that which may
be characterized as a transaction file.
Transaction files are not updated but
contain, instead, data that will be used
to update master files. They are general
ly of a less permanent nature than the
master files, although there is some
question as to how long an individual
transaction file ought to be maintained.
For reconstruction purposes, transac
tion files should be held until the latest
generation of the master file is
successfully produced; but there are
other considerations affecting the reten
tion of files besides considerations for
data retention.
Types of Processing
Many uses of data files do not in any
way change the information involved.
This can be characterized as non
updating or inquiry processing. In this
situation the information stored in
machine-readable records is generally
used to produce some form of feedback.
This feedback can take the form of a
printed report, of a display on a ter
minal, or of a control signal to some
other kind of equipment.
The other basic category of process
ing concerns those activities that involve
actual updating of master files. As dis
cussed in the previous section, updating
occurs when information from transac
tions is used to change the information
in a master file, thereby creating a new
generation of the master file.
Basically, updating can be ac
complished by one of two techniques.
First, updating can be done nondestruc-

tively. In a non-destructive updating en
vironment the old master file is kept in
tact. This is done by mounting the old
file on a device physically separate from
the device that will record the new file.
This is the technique that is employed in
magnetic tape processing. It allows for
the retention of several generations of a
file, and, of course, it facilitates
reconstruction in those instances where
it is necessary. It is in non-destructive
updating that it is possible to implement
the grandfather-father-son cycling dis
cussed in the next section.
Destructive updating occurs in those
instances where the new version or the
new generation of information is written
on the same physical space as that
previously occupied by the old version
or old generation of the master record.
This type of updating is frequently
employed in direct-access devices.
Because the previous generation of data
is destroyed in the process of updating,
additional precautions must be taken in
this approach to file updating. All possi
ble checking of the transaction informa
tion should be performed before the
data is used to insure its accuracy, and
additional procedures should be per
formed during the updating procedure
to insure that transactions are, in fact,
being matched against the proper
master file.
Data Retention Procedures in Non
Destructive Updating
Generally, transaction records that
affect a given version of the master file
are saved until such time as that master
file has been used as the input to another
updating cycle in which a subsequent
generation of the master file is produc
ed. The procedure involves retention of
several generations of the master file as
well as all of the intervening transaction
files.

When a new generation has been
created through an updating procedure,
it becomes the input for the next
processing cycle. The old generation is
retained until completion of the next
processing cycle to provide back-up in
case the current generation is damaged.
After two processing cycles there will be
three generations of the master file. The
most recent is often referred to as the
son; the file generation used as input to
the second processing cycle (and output
to the first cycle) is referred to as the
father; and the generation used as input
to the first processing cycle is referred to
as the grandfather. (See Figure 1.) Once
the son has been successfully created,
the installation no longer needs to retain
the “grandfather” generation or the
transactions processed against it for
reconstruction purposes. Of course any
reports or other printed record of the
data represented by these files will still
be available.
There is a difference in purpose
between the retention of data by an in
stallation for its own reconstruction and
operational purposes and the retention
of various generations of machinereadable records for control or audit
purposes. The auditor, if interested in
seeing previous versions of files in
machine-readable form, must make
some provision for either interrogating
those files at the time they exist or for
having the installation save the copies of
the files. Obviously the approach taken
by the Internal Revenue Service is to re
quire that these files by saved. This does
represent a cost to the installation,
because it ties up some of its resourcesin this case, reels of tape — beyond the
period of time the installation itself
would save the data. Preplanning
wherever possible would allow the
auditor to examine versions of files
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tion breakdown. Major breakdowns
can occur from such natural
catastrophes as fire, floods, windstorm,
or earthquake, but they can also be
Data Retention Procedures in Destruc precipitated by carelessness or by
tive Updating
deliberate sabotage either by outsiders
The grandfather-father-son retention or employees within the installation.
technique is not appropriate in those One of the responsibilities of the
situations in which the updating process operations management is to provide
actually destroys the old generation of a adequate physical security, so that the
master file because the new information probability of a major breadown can be
is written on the same physical space as minimized. However it is prohibitively
that previously occupied by the old expensive, if not impossible, to guard
generation. When this kind of updating against all potential accidents or equip
occurs, the only way in which copies of ment failures. Hence, a contingency
the old generation of the file can be plan should be developed to handle un
retained is through a policy of recopying expected disruptions of service.
the file on some medium other than that
Data files that are essential to con
containing the latest generation of the tinued company operation must be
file.
copied and stored in an off-site location.
Because destructive update does not This task more than any other
automatically produce a reconstruction represents an ongoing, continuing ef
trail or a temporary audit trail, some ad fort. Each time one of these critical files
ditional procedure must be executed to is updated, the off-site back-up file must
accomplish this function. The usual ap also be updated. Further, provision
proach is to make periodic copies of the must be made for keeping back-up
master file, a process referred to as dum records of the transaction that will affect
ping the file. All transactions used in up the latest generation on file (or
dating the master records since the last procedures for recapturing the content
dump should be retained for reconstruc for those transactions) as well as
tion purposes until the next dump is emergency alternate procedures for
made. Should any erroneous updating collecting data from currently occurring
or other damage to the master file occur, transactions until a main installation is
it is then possible to reconstruct the again functioning normally.
proper data by going back to the
The programs and documentation of
previous version and updating that with an installation are important assets of a
all intervening transactions. An company. Replacing them is costly, par
alternative to periodic dumping of the ticulary in a time of emergency. Keeping
entire file is the technique of logging duplicates of programs on magnetic
changes to the master file as updating is tape and instructions on microfilm in
being performed by writing the contents another location is comparatively inex
of the transaction and the master record pensive. Carefully planned file storage
before and after the update on a logging and predetermined emergency
device (that is a reel of tape or another procedures in many instances actually
disk file). Updating logs or periodic make continued operation possible.
dumps can be made to another Continued vigilance to safeguard the
recording device similar to that validity and usefulness of a contingency
containing the master file, they can be plan is a small price to pay for prompt
made to magnetic tape, or they can be restart of vital information service.
An adequate contingency plan helps
printed out. The closer the form of the
dump to that occupied by the master an installation to minimize its losses and
file, the faster the reconstruction resume normal operations efficiently.
However, it is impossible under some
procedure.
circumstances to avoid losses
Reconstruction after Major Installation altogether. The installation should also
investigate the protection afforded by
Breakdowns
Companies with large computerized an adequate insurance program for
data files representing a substantial recovery of as much of the costs as
proportion of their accounting records, possible. Generally installations
or companies engaged in real time recognize the value of the computer
processing applications that directly hardware and, if the installation owns
affect their normal operations, must the hardware, adequately insure it. But
consciously provide for procedures that too frequently installations fail to
allow recovery of data and reinstitution recognize the value of the information
of service in the case of a major installa that can be destroyed or the value of the
while they were still active and would
provide access to data without ad
ditional expense or delay.
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software supporting such data files.
The cost of reconstructing destroyed
files and the loss of revenue and added
costs of carrying on normal business ac
tivities while the files are being
reconstructed should also be recogniz
ed, and an attempt should be made to
calculate the dollar value of such losses.
Wherever possible and practical, the in
stallation should consider obtaining
adequate insurance coverage to help
recover or minimize such expenses.
Requirements of the Internal Revenue
Service
Certain legal requirements also dic
tate the form and extent of retained
data. Of particular importance are the
requirements of the Internal Revenue
Service. Section 6001 of the Internal
Revenue Code of 1954 requires that
“every person liable for any tax imposed
by this title or for the collection thereof,
shall keep such records, render such
statements, make such returns, and
comply with such rules and regulations
as the secretary or his delegate may from
time to time prescribe.” Section 2 of
Revenue Procedure 64-12 indicates that
“the inherent nature of ADP
(Automatic Data Processing) is such
that it may not be possible to trace tran
sactions from source documents to end
results or to reconstruct a given account
unless the system is designed to provide
audit trails.” Thus Revenue Procedure
64-12 provides “guidelines for record re
quirements to be followed in cases
where part or all of the accounting
records are maintained within
automatic data processing systems.”
Section 4 of these guidelines, entitled
“ADP Record Guidelines,” makes the
following provisions:
SEC. 4 ADP RECORD GUIDELINES .01
ADP accounting systems will vary, just as
manual systems vary, from taxpayer to tax
payer. However, the procedures built into a
computer’s accounting program must in
clude a method of producing from the
punched cards or tapes visible and legible
records which will provide the necessary in
formation for the verification of the tax
payer’s tax liability.
.02 In determining the adequacy of
records maintained within an automatic data
processing system the Service will consider
as acceptable those systems that comply with
the guideline for record requirements as
follows:
(1) General and Subsidiary Books of Ac
count. - A general ledger, with source
references, should be written out to coincide
with financial reports for tax reporting
periods. In cases where subsidiary ledgers
are used to support the general ledger ac
counts, the subsidiary ledgers should also be
written out periodically.

(2) Supporting Documents and Audit
Trail. - The audit trail should be designed so
that the details underlying the summary ac
counting data, such as invoices and
vouchers, may be identified and made
available to the Internal Revenue Service
upon request.
(3) Recorded or Reconstructible Data. The records must provide the opportunity to
trace any transaction back to the original
source orforward to afinal total. Ifprintouts
are not made of transactions at the time they
are processed, then the system must have the
ability to reconstruct these transactions.
(4) Data Storage Media. - Adequate
record retention facilities must be available
for storing tapes and printouts as well as all
applicable supporting documents. These
records must be retained in accordance with
the provisions of the Internal Revenue Code
of 1954 and the regulations prescribed
thereunder.
(5) Program Documentation. - A descrip
tion of the ADP portion of the accounting
system should be available. The statements
and illustrations as to the scope of
operations should be sufficiently detailed to
indicate (a) the application being performed,
(b) the procedures employed in each applica
tion (which, for example, might be sup
ported by flowcharts, block diagrams or
other satisfactory descriptions of input or
output procedures), and (c) the controls used
to insure accurate and reliable processing.
Important changes, together with their effec
tive dates, should be noted in order to
preserve an accurate chronological record.2

Revenue Procedure 64-12 has been
modified by Revenue Ruling 71-20.
Revenue Ruling 71-20 adds the reten
tion of machine-readable records to the
hard copy requirements of Revenue
Procedure 64-12. Ruling 71-20 holds
that punched cards, magnetic tapes,
disks, and other machine-sensible
data media used for recording, con
solidating, and summarizing accounting
transactions and records within a tax
payer’s automatic data-processing
system are records within the meaning
of Section 6001 of the Internal Revenue
Code of 1954 and Section 1.6001-1 of
the Income Tax Regulations and are re
quired to be retained as long as the con
tents may become material in the ad
ministration of any internal revenue
law. It further states that where punched
cards are used merely as a means of in
put to the system and the information is
duplicated on magnetic tapes, disks, or
other machine-sensible records, such
punched cards need not be retained.
The difficulty of determining exactly
which records should be retained by in
dividual companies is recognized by the
following provision in Revenue Ruling
71-20: “It is recognized that ADP ac
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counting systems will vary from tax
payer to taxpayer and, usually, will be
designed to fit the specific needs of the
taxpayer. Accordingly, taxpayers who
are in doubt as to which records are to
be retained or who desire further infor
mation should contact their District
Director for assistance.”3
Generally it is expected that revenue
agents will be primarily interested in two
classes of records: (1) original transac
tion records of data essential to the
maintenance and verification of the
amount shown in the general ledger ac
counts and (2) other data, including in
ternal transactions, that affect federal
tax liability and facilitate the substantia
tion of the figures on the tax return.
Thus it is possible for an individual com
pany, after consultation with Internal
Revenue Service, to enter into an agree
ment with the service detailing the
specific retention requirements for that
particular company.

Each company must determine for
itself the extent of the formalized audit
trail it wants to provide. That decision
must be based upon legal requirements
such as those instituted by the Internal
Revenue Service or other government
agencies with which the firm deals,
operational requirements, including the
time and cost for reconstruction, and
management needs for access to the
detailed data that provides the input for
summarized financial statements.

FOOTNOTES
1Internal Revenue Service, Internal Revenue
Bulletin No. 1971-3, January 18, 1971.
2“Revenue Procedure 64-12,” Internal Revenue
Bulletin 1964-8, issued February 24,1964 by Inter
nal Revenue Service.
3“Revenue Ruling 71-20,” Internal Revenue
Bulletin 1971-3, issued January 18,1971 by Inter
nal Revenue Service.
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A few years ago accounting educators
had to take a close look at the then-new
pocket-size calculators and decide to
what extent they would allow their use
in the classroom. Initially, there was a
problem with allowing their use because
some students had calculators and some
did not. As prices came down, the
accessibility problem all but dis
appeared and most professors began
allowing their use.
Why bring up any further discussion
of calculator use when this appears to be
a dead issue? The fact is that the
calculator industry is undergoing
somewhat of a revolution to which
educators will have to respond. This
revolution is caused by the development
of the programmable calculator. The
new generation of calculators can per
form functions that used to require a
room full of data processing equipment.
This column describes the calculators
available for use today and discusses
their applications in the classroom.

Non-programmable Calculators
At the lower echelon of calculators is
the non-programmable calculator that
performs only simple arithmetic func
tions. Such a calculator is available
from a multitude of companies and can
be purchased for less than $10. Moving
up the ladder from those calculators
that perform simple functions there are
those that perform a wide array of func
tions. Almost any mathematical
operation can be performed on the more
sophisticated models: percentages,
squares, square roots, logarithms, and
trigonometric functions. Statistical
capabilities may include computation of
the mean, variance, standard deviation,
correlation, and linear regression. Basic
business calculations can also be ac
complished — such as compound in
terest, annuities, present value, and
cost/sell margins.
Even children’s calculators which are
designed to teach mathematical skills
are available. Texas Instruments adver
tises its “Little Professor” for children
age five and up and its “Data Man” for
age seven and up.
Key Programmable Calculators
Obviously, a great many business
calculations can be performed on one of
the more sophisticated models of non
programmable calculators. However,
the programmable calculators allow the
operator to perform calculations that
otherwise can only conveniently be per
formed on a computer.
Texas Instruments, for example,
offers the TI-57 which stores a program
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as long as 150 keystrokes, has eight ad
dressable memories for storage of data
and/or intermediate answers, and has
six forms of branching and two levels of
subroutines. It is powered by a single
chip with capacity that is equal to
30,000 transistors.
Texas Instruments also has its MBA
Calculator which is especially designed
for business use. In addition to such
business functions as net present value
and internal rate of return and such
statistical functions as standard devia
tion, correlation coefficients and linear
regression, the MBA can remember a
program sequence of thirty-two
keystrokes. Both the TI-57 and the
MBA sell for about $80.
Hewlett Packard also offers several
models of key programmable
calculators. The HP-25 (list price $125)
stores a program of forty-nine
keystrokes, has eight addressable
memories and branching capabilities.
The HP-29C (list price $195) offers a
memory of 175 keystrokes and has thir
ty addressable registers. A similar HP19C has a printer.
Hewlett Packard and Texas In

struments have taken somewhat
different approaches to the method of
programming which may cause some
confusion to someone who wishes to
switch from one type to the other. The
Hewlett Packard system (RPN) features
a sequential logic system while the Tex
as Instruments system (AOS) features a
left-to-right algebraic entry method.
The HP-29C, HP-19C and a newer
version of the HP-25, the HP-25C, all
offer a continuous memory feature
which allows storage of programs and
data. Having a continuous memory is a
definite advantage when it is necessary
to interrupt calculations for any length
of time.
Programmables with Modules or Cards
The top of the line in hand-held
calculators is the card programmable
calculator. “Calculator” is really a mis
nomer in this case because these
calculators are really small computers.
The card programmable calculator
allows the user to record a program or
data on magnetic cards. Then these
cards can be used or removed as needed.
Using program cards expands the
program capacity of Hewlett Packard’s

HP-67 (list price $450) and its similar
printing HP-97 (list price $750) to 224
steps with twenty-six addressable
storage registers and three levels of sub
routines.
Texas Instruments has gone a step
further with its TI-59 (about $300)
which features thumbnail-size, plug-in
modules that contain packaged
programs, as well as magnetic card use
for personal programs. The modules
contain information that previously re
quired about twenty-five magnetic
cards. The TI-59 allows 960 program
steps and up to 100 memories. When in
tegrated with a module, it can perform
as many as 5,000 steps. The TI-58 (about
$125) also utilizes the modules but per
sonal programs must be keyed in. Either
model can be plugged into an optional
printer.
Both Hewlett Packard and Texas In
struments offer extensive software in the
form of package programs. Hewlett
Packard’s “Application Pacs” contain
twenty or more prerecorded cards while
Texas Instruments’ “Libraries” are
recorded on a module. Package
progarms are available in mathematics,
statistics, business decisions, naviga
tion, aviation, surveying, and engineer
ing. There are even leisure packages
which feature such things as a football
predictor, bowling scorekeeper, golf
handicapper, various games, and
biorhythms. Each software package
costs $35 to $45.
Applications of
Programmable Calculators
Uses of the programmable calculators
are almost limitless. A recent issue of
The Cornell Hotel and Restaurant
Quarterly contained a sophisticated
application of the Hubbart room-rate
formula which was performed on the
TI-52 (now replaced by the TI-59). Use
of the Hubbart room-rate formula gives
a minimum average room rate sufficient
to earn a required rate of return on the
fixed assets of a hotel.1
Other business problems that have
been analyzed using programmables in
clude investment analysis, production
scheduling, inventory control, es
tablishing the selling price of a com
pany, developing standard costs, and
evaluating stock options. Obviously, the
programmable calculator is not adap
table for high-volume, repetitive jobs;
but for complex, one-time type
decisions, they are a real alternative to
small computers and time-sharing
systems.2

Negative Aspects of
Classroom Use
At the present time, the main disad
vantage of encouraging use of program
mable calculators or calculators with
sophisticated functions is that some
students have access to them and some
do not. This is similar to the problems
encountered when calculators were first
in use. Time and price reductions
diminished that problem and probably
will take care of the present problem.
Accounting educators need to make
some decisions for the interium period,
however.
A somewhat related problem is that
students may not know how to use the
more sophisticated calculators. This
problem can be minimized by teachers
having and knowing how to use the
calculators themselves. When instruc
tors know how to use the calculators,
then they can demonstrate the proper
Positive Aspects of
use of them in class. Also, as noted
Classroom Use
The most positive aspect of calculator above, several schools are offering
use in the classroom is that it frees the in courses in the use of programmable
structor from teaching mathematics and
statistics and allows him or her to spend
more time on accounting, particularly
the interpretation and analysis facets of
accounting. Programmable techniques
need to be evaluated to determine which The Educational Foundation of
of these are techniques that AWSCPA - ASWA
accountants should know step-by-step
and which are merely means to an end.
Individual instructors would no
doubt disagree about the desirability of
JULIANA R. GUY
students learning many techniques.
1609 Douglas Ave.
Beyond the problem of personal
Bellingham, WA. 98225
preferences, probably some techniques
VERA COULTER
Fallbrook, California
should be learned in a step-by-step
MARTHA R. DIXON
fashion at some lower level and then
Novato, California
used as only a means to an end later on.
LOUDELL O. ELLIS
For example, accelerated depreciation
Birmingham. Alabama
GLADYS E. HA WICKHORST
should be taught at some lower level,
Indianapolis, Indiana
but it is not necessary that the process be
BARBARA HIRSHOUT
repeated in an advanced class where
Philadelphia. Pennsylvania
capital budgeting is taught.
JEAN HOLLAND
Chattanooga, Tennessee
Another positive aspect of the
RUTH S. JONES
programmable calculators is that the ac
Livonia, Michigan
tion of programming itself is
MARJORIE JUNE
educational. If a student has to develop
Chicago, Illinois
DOROTHY LOMBARD
a program for a technique, the student
Sacramento, California
may learn more in the process than he or
LOIS MOTTONEN
she would otherwise. This advantage
Cheyenne, Wyoming
does not apply, of course, to
WINIFRED OWENS
Washington. D.C.
preprogrammed functions.
ELIZABETH REID
Particularly in decision-making
Lexington, Massachusetts
problems, a great advantage of using a
CARLA A. RUSSELL
more sophisticated calculator is sen
Houston, Texas
sitivity analysis. Several different inputs
PHYLLIS SHEA
Honolulu, Hawaii
may be tried to see the effect of changes
ANN H. TABAR
in the variables. Without the calculator,
Cincinnati, Ohio
such trials would be to time-consuming
GLENDA E. RIED, CPA
to develop.
Toledo, Ohio

Classroom Use of Calculators
Programmable calculators and
calculators with sophisticated functions
are a fact of life, and accounting
educators will have to accept the fact
that they exist. Some schools are
already offering courses in business
applications of programmable
calculators. Students will become aware
of their uses even though some teachers
may not.
Possible applications in accounting
courses are numerous — cost deter
mination through linear regression,
accelerated depreciation, inventory for
mulas, capital budgeting, variance
analysis — to name a few. Accounting
educators need to be aware of these
applications and to formulate their
classroom policies accordingly.
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calculators, and students may become
exposed to them through this means.
The problem of students not knowing
how to use the calculators will probably
lessen with time, just as the problem of
accessibility will lessen. Students seem
to have a great propensity to learn that
which will reduce the time and effort re
quired in a course.
Dependence on the calculator has
been a problem ever since the early days
of calculator use. Many teachers have
complained that students’ mathematical
skills have deteriorated significantly.
Those who are particularly interested in
preparing students for the CPA ex
amination stress that calculators are not
permitted on that examination, and
students should be capable of working
problems without a calculator for that
reason.
There have been some complaints
concerning the software that comes with
the programmables. Business programs
may be superficial — “as though they
were written by an engineer using an
elementary finance textbook.”3 Such
programs need to be used with caution
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and may require further calculations to
arrive at meaningful answers.
There are control problems if the in
structor decides to place limitations on
calculator use. Checking to see that
calculators are turned off before the
start of a test will assure that most key
programmable calculators are not
preprogrammed. This approach does
not work with the calculators with the
continuous memory feature or with
those that are card programmable. Ob
viously, it also does not work for func
tions that are pre-programmed into the
calculator by the manufacturer.
Another approach is to require that
students show all the intermediate
calculations necessary to arrive at an
answer. Showing the intermediate
calculations is probably desirable on all
test papers any way because it allows the
teacher to give partial credit in case of
error.

The Educator’s Response
to Phase II
As Phase II of the calculator revolu
tion begins, accounting educators need

to become aware of the more
sophisticated calculators available to
day. Probably the best way to become
aware of the options is to review the
literature from the calculator com
panies, purchase the most suitable one,
and learn to use it.
When educators become aware of the
capabilities of the new generation of
calculators, then they can rethink the
techniques involved in the courses they
teach and decide which applications are
desirable and which are not. The
educator is then in a position to recom
mend certain functions to students and
to discourage certain functions if
necessary.

NOTES
•David M. Ahlers and Thomas I. Selling,
“Programmable Calculators: Powerful New
Management Tool for the Hotel Industry,” The
Cornell Hotel and Restaurant Quarterly 18
(August 1977): 21-24.2
2“Tiny Computers That Speed Business
Decisions,” Business Week, January 10, 1977, pp.
40-44.
3Ibid.

In recent years many business enter
prises have increasingly broadened the
scope of their activities into different in
dustries, foreign countries, and markets.
Investors, creditors, and other users of
financial statements contend that the
process of evaluating an enterprise’s
progress and projecting future earning
power becomes more difficult as an
enterprise expands its operations.
Different industries, product lines,
markets and geographical areas have
differing rates of growth, profitability,
and degrees of risk. Users contend that
financial data must be disaggregated so
that parts of an enterprise can be
evaluated and, in turn, related to the
enterprise as a whole.
Financial reporting for segments of a
business involves reporting information
on a less-than-total enterprise basis.
Segments can be defined in terms of (1)
organizational units (divisions,
branches and subsidiaries of other legal
and non-legal economic entities) or (2)
areas of economic activity (industries,
product lines, markets, or geographical
areas). FASB Statement No. 14, effec
tive for fiscal periods beginning after
December 15, 1976, requires that finan
cial statements of a business enterprise
include information about the enter
prise’s operations in different areas of
economic activity. Managerial decisions
require information for various
organizational units; financial
statements are usually prepared for
these units. When separate legal units
are involved (subsidiaries) financial
statements must be issued to owners
and other users. When separate legal
units are involved (subsidiaries)
financial statements must be issued to
owners and other users.
Background
Prior to FASB Statement No. 14
authoritative accounting literature dealt
principally with financial statements
prepared on a consolidated or total
enterprise basis. However, several
pronouncements of FASB predecessors
required business enterprises to report
information on a less-than-total enter
prise in a limited number of instances.
ARB No. 43 required that a summary of
assets and liabilities, income and losses
for the year, together with the parent’s
equity therein, be provided for foreign
subsidiaries. This information was re
quired in all instances whether the sub
sidiary operations were included in con
solidated statements or reported
separately. FASB No. 8 on foreign
currency translation left this require
ment unchanged.
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Financial
Statements
A Kaleidoscope Of Parts:

The Disaggregation of Enterprise Data

Editor, Clara C. Lelievre, CPA, Ph.D.
University of Cincinnati
Cincinnati, Ohio

APB Opinion No. 18 paragraph .20
(c) reads, “When investments in uncon
solidated subsidiaries are, in the
aggregate, material in relation to finan
cial position or results of operations,
summarized information as to assets,
liabilities, and results of operations
should be presented in the notes or
separate statements should be presented
for such subsidiaries, either individually
or in groups, as appropriate.”
In APB Opinion No. 30 the board
concluded that “Operations of a seg
ment that has been or will be discon
tinued should be reported separately as
a component of income before extraor
dinary items...”. The gain or loss from
disposal of the segment must be disclos
ed on the face of the statement with
applicable income taxes on operations
and disposal gain or loss shown.
Revenues applicable to the discontinued
operations should be separately disclos
ed in the footnotes. A segment may be a
significant organizational unit, product,

Thomas W. Lelievre, CPA, Ph.D., is
Associate Professor of Accounting at the
University of Cincinnati. He is a member of
the AICPA, and the Alabama and Ohio
Societies of CPAs.

market area, customer, or class of
customers.
The SEC issued line-of-business
reporting regulations in 1969. The
regulations applied to registrants with
the SEC. World-wide operations were to
be included. The information was to be
reported annually if any segment
equaled more than 10 percent of total
operations for any enterprise with sales
of over 50 million and 15 percent for
enterprises with revenues under that
amount. Operating revenues and ex
penses were reported for each major seg
ment with major customers disclosed.
No distinction was made between
foreign and domestic sales.
In 1974 the Federal Trade Commis
sion imposed limited line-of-business
reporting for selected manufacturing
companies. Reporting was required for
domestic activities when segment
revenues exceeded 10 million.
Operating revenues, operating ex
penses, assets, and allocation of indirect

TABLE 1

Tests Applied To Determine Reportable Segments'

BASE ENTERPRISE

INDUSTRY
SEGMENTS

Revenues
Identifiable Assets (net)
Profit or Loss

10%
10%
10%

FOREIGN
MAJOR
OPERATIONS CUSTOMERS2
10%
10%

10%

EXPORT
SALES

10%

1If any of the tests are met the segment becomes a reportable segment.
2A major customer is specified as a single, non-governmental customer, domestic
government agencies in the aggregate, or foreign governments in the aggregate.

TABLE 2
Information To Be Reported For Each Reportable Segment

SEGMENT INFORMATION
REQUIRED

Revenues
Operating Profit or Loss
Identifiable Assets (net)
Amount of depr., depletion
& amort. expense
Capital expenditures
Equity in Net Income of Unconsolidated sub. whose opera
tions are integrated with segment
Description of Industry

INDUSTRY
SEGMENT
yes
yes
yes

yes
yes
yes

yes
no

EXPORT
SALES

yes
no

yes
yes
yes
yes

expenses must be reported upon the re
quest of the commission. A number of
companies are challenging the FTC’s
line-of-business reporting program
through legal proceedings.
Companies reporting line-of-business
informaton have steadily increased
since 1971. The majority of the firms
report by product line and by division
with only small numbers reporting
by industry or type of customer and
geographic area.

FASB No. 14
In December 1976 the FASB issued
Statement No. 14, “Financial Reporting
For Segments Of A Business Enter
prise”. It states that the purpose of seg
ment information is to assist users in
analyzing and understanding financial
statements. The Board is reconsidering
use in predicting, comparing and
evaluating past performance and future
prospects. Information about an enter
prise’s operations in different industries
and different areas of the world and the
extent of its reliance on export sales and
major customers should be useful in
judging past operation and assessing
future prospects. Such information is
28/ The Woman CPA

FOREIGN
MAJOR
OPERATIONS CUSTOMERS

probably of limited usefulness for inter
enterprise comparison. Differences in
the basis or bases of disaggregation, ac
counting for intersegment sales or
transfers, and allocating common costs
lessen the comparability of interfirm
statements.
The statement applies when an enter
prise issues a “complete set of financial
statements that present financial posi
tion at the end of the enterprise’s fiscal
year and results of operations and
changes in financial position ... in con
formity with generally accepted accoun
ting principles.” The statement also
applies when an enterprise issues for an
interim period a complete set of finan
cial statements that are expressly
described as presenting financial posi
tion, results of operations, and changes
in financial position in conformity with
GAAP. However, if only summary
amounts are presented segment infor
maton is not required. APB Opinion
No. 28 does not require complete finan
cial statements for interim periods. It
specifies what information must be
reported when summarized financial in
formation is issued to security holders in
compliance with SEC regulations.
However, it encourages publicly traded

companies to publish balance sheet and
funds flow data as well as income state
ment data.
Segment reporting in complete in
terim statements is required for interim
periods within fiscal periods beginning
after December 15, 1976. Many interim
statements issued during 1977 contain
segment information. The interim
reporting requirement has occasioned
much discussion in the first three
quarters of 1977. Guidelines for apply
ing the statement to interim statements
are lacking. In December 1977, the
FASB issued an amendment to State
ment No. 14 that eliminates the require
ment to disclose segment information in
interim statements. The board
reconsidered the applicability of that
statement to interim statements and
proposed that any requirement for seg
ment reporting in interim statements be
deferred and considered in the project
on interim financial reporting. (In April
of 1976 a task force on interim financial
reporting was appointed. The Board
plans to issue a Discussion Memoran
dum which will be issued early in 1978
with public hearings and an Exposure
Draft by the end of that year. 1979 is the
target date for a final statement.)

Statement No. 14 requires that finan
cial statements prepared in confor
mity with GAAP include certain infor
mation relating to:

A) The enterprise’s operations in
different industries
B) Its foreign operations and export
sales
C) Its major customers
An industry segment is defined as a
component of the company providing a
product of service (or a group of
products and services) primarily to un
affiliated customers for a profit.

Reportable Segments
The tests applied to determine repor
table segments are shown in Table 1. If
industry reportable segments, as iden
tified by the tests shown in that table, do
not constitute at least 75 percent of the
consolidated revenues additional
segments must be identified as repor
table segments until the 75 percent test is
met. However, enterprise data need not
be segregated if an enterprise operated
predominantly or exclusively in a single
industry and the dominant industry seg
ment accounts for 90 percent of the
combined revenue, operating profit or
loss, and identifiable assets.

FASB Statement No. 14 argue that the
disaggregated information is not
susceptible to the same degree of
verifiability as consolidated informa
tion. This argument weakens when one
realizes that the segment information is
a part of the total reported in con
solidated statements. Then the critical
question to be addressed is whether the
aggregated information is sufficiently
verifiable to be included in the con
solidated statements.
Applicability to all enterprises. The
statement applies to all enterprises
regardless of their size or whether the
securities are publicly traded. The
Board believes that there are no fun
damental differences in the types of
decisions and the decision-making
process of those who use the statements
of smaller or privately held cor
porations. The AICPA Committee on
Generally Accepted Accounting Prin
ciples for Smaller and/or Closely Held
Businesses recommended in its August
1976 report that in some instances
reporting practices might be different
for closely held enterprises. (Some of the
requirements on interim statements
only apply to publicly held companies
that must meet the SEC reporting
requirements.
Harm to Competitive Position.
Another argument that always arises
when more disclosure is required is that
disclosure about industry segments will
cause harm to an enterprise’s com
petitive position. The required dis
closures about an industry segment are
no more detailed or specific than the dis
closures typically provided by an enter
prise that operates in a single industry.
The statement does not require the
identification of major customers as
proposed in the exposure draft. After
considering the many protests that iden
tification of major customers could be
competitively harmful to either the
enterprise or the customer the Board
dropped that requirement.
Processing Costs. Anytime new
reporting requirements are added the
cost of compiling the information in
creases. Since the information needed to
report by segments is already in the in
formation system, costs should not ap
Verifiability. APB Statement No. 4 preciably increase. Reporting costs will
identifies verifiability as one of the increase since new schedules will be
qualitative objectives of financial required.
statements. Paragraph 90 of that state
ment says: “Verifiable financial accoun
Unallocable Expenses and Revenues.
ting information provides results that Fortunately, the Statement does not re
would be substantially duplicated by in quire net income from each segment.
dependent measurers using the same The exposure draft had called for net
measurement methods.” Critics of profit contribution after all operating

The information to be presented for
each reportable segment is outlined in
Table 2. The information may be
reported within the body of the
statements with explanatory footnotes,
entirely in the notes to the financial
statements, or in a separate schedule in
cluded as an integral part of the
statements. Revenue and operating
profit must be reconciled to correspon
ding amounts in the consolidated state
ment of operations, and identifiable
assets reconciled to consolidated total
statements. Appendix F in the state
ment contains illustrative statements.
Controversies and Problems
Surrounding Statement No. 14
Identifying Reportable Segments.
The Statement discusses a number of
approaches for identifying industry
segments, such as the categories of the
Standard Industrial Classification
Manual and the Enterprise Standard In
dustrial Classification, presently ex
isting profit centers, and certain com
mon factors that characterize related
products and services. However, the
Board concluded that none of the ap
proaches are universally applicable and
that management must exercise con
siderable judgment in determining in
dustry segments, but they are to be
determined on a world-wide basis to
the extent that it is practical to do so.
Usefulness of Information. The
nemesis of how financial statements are
used in investment and lending
decisions again appears. Some contend
that information on a less-than-totalenterprise basis is not useful to creditors
and investors. They argue that lenders
and investors should be concerned with
overall results as reported in con
solidated financial statements. They
also contend that segment information
is too analytical or interpretive to be
classified as accounting information
and does not belong in financial
statements. The Board concluded that
the information called for is not
analytical or interpretative and is
already contained in the accounting
records and that segment information is
merely a rearrangement (that is,
disaggregation) of information.

expenses including those allocable to
segments on a reasonable basis as well as
those directly traceable. The Board con
cluded that it is not always practical to
allocate all expenses and decided that
disclosure of the profit and loss con
tribution should not be required.
However, an enterprise can make such
disclosure if it so wishes.
Auditor’s Opinion. There appears to
be no question as to whether segment in
formation in the annual consolidated
financial statements is covered by the
auditor’s opinion since Paragraph 28
states that information required on the
reportable segments must be included in
the body of the statement, in footnotes to
the statements, or in a separate schedule
that is included as an integral part of the
statements. In interim statements when
the information may be in summary
form, the auditor rarely expresses an
opinion. However, if interim statements
are complete financial statements,
attested to by the auditor, the segment
information would also be included in
the auditor’s opinion.

New SEC Proposals
On May 10, 1977, SEC issued
proposed new rules on segment finan
cial information. The purpose of the
proposed amendments is to coordinate
the information required in SEC
registration statements and reporting
forms with the industry segment infor
mation required by FASB Standard No.
14. In essence, the SEC’s proposed
amendments indicate acceptance of the
Statement and, if adopted, would result
in elimination of the line-of-business
disclosures currently required in many
SEC filings. However, the SEC has
proposed to expand the disclosures re
quired by Statement No. 14 in several
areas. Since the effective date for the
proposed rules is for fiscal years begin
ning after December 15,1976, it appears
that we can expect their finalization
before the end of 1977.

Conclusion
Financial statements for annual
periods ending after December 15,1976,
must contain disaggregation infor
mation. Many enterprises already
publish some of the required informa
tion. Presently, the interim statement re
quirements are unsettled. It appears that
the SEC will require all of the informa
tion called for in Statement No. 14. The
Statement should be studied in depth by
all accountants facing the preparation
of reports that require disaggregation.
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From October 10 to 14, 1977, 6,378
persons of whom 3,629 were accoun
tants gathered in Munich, Germany for
the Eleventh International Congress of
Accountants. They came from sixty
eight countries to take part in plenary
sessions, study groups, excursions to
various parts of Bavaria, and visits to
the theater or the opera or to Munich
beer cellars for folksong presentations.
The attendance at this Congress was the
largest at any of the international con
gresses of accountants, which began in
St. Louis in 1904.
The Congress held in St. Louis was
attended by 211 persons from four contries. These 211 persons felt the need for
communication with accountants in
other countries. It was not, however, un
til 1926 that the Second International
Congress of Accountants was held in
Amsterdam. This was followed by the
Third Congress in New York City in
1929 and the Fourth Congress in Lon
don in 1933. The Fifth Congress was
held in Berlin in 1938 and is reported to
have been a dreary affair since it was felt
that war was coming. The war did put a
stop to international meetings for some
years and it was not until 1952 that the
Sixth Congress was held in London. In
that year the pattern of holding the Con
gresses every five years began. The
Seventh Congress was held in Amster
dam in 1957, the Eighth in New York in
1962, the Ninth in Paris in 1967, and the
Tenth in Sydney, Australia in 1972. It is
planned that the Twelfth Congress will
be held in Mexico City in 1982.

“Accounting and Auditing in One
World” was the theme of the Munich
Congress. Dr. Otto Graff Lambsdorff
of Germany said in his address at the
opening session on October 11 that it
becomes more and more difficult to
establish a border between national and
international questions. He is not
pessimistic about the world economy,
but pointed out that there are
international problems that must be
solved on the basis of solidarity and the
will to cooperate.
One of the most important activities
of the International Congresses of Ac
countants is the work that is done
between the meetings. Professor A.S.
Carrington of the University of New
South Wales in Sydney, Australia said
in the closing address at the Tenth Inter
national Congress of Accountants in
1972, “Congress is not a body either for
undertaking research or for imposing
solutions. Rather it provides a focus for
consideration of research already un30/ The Woman CPA
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dertaken and for deliberating on certain
issues that are presented to it. Thus the
essential contribution of Congress is to
provide a forum from which may be
derived a sense of direction for the
future of the profession.”1
One of the most important activities
of the International Congresses of Ac
countants is the work that is done
between the meetings. Professor A.S.
Carrington of the University of New
South Wales in Sydney, Australia said
in the closing address at the Tenth Inter
national Congress of Accountants in
1972, “Congress is not a body either for
undertaking research or for imposing
solutions. Rather is provides a focus for
consideration of research already un
dertaken and for deliberating on certain
issues that are presented to it. Thus the
essential contribution of Congress is to
provide a forum from which may be
derived a sense of direction for the
future of the profession.”1
In addition to the Congresses, which
are attended by accountants from all
over the world, there are a number of
regional groups. Plenary Session I was
held in the afternoon of October 11 and
was given over to the reports from six

groups. In these reports one finds a
recurring theme - that of harmonization
of international accounting guidelines.
In his opening address at the Ninth In
ternational Congress of Accountants in
Paris, France in 1967, the Congress
President, F. M. Richard, said, “The
development of international ex
changes, the rise of multinational com
panies, the interdependence of inter
national investments and money
markets, make more necessary than ever
a harmonization in the language of ac
counting and auditing principles, and as
in other fields, this will, of necessity, be
gradual.
“But if this work of harmonization is
not undertaken by the accounting
profession, then one day governments
will take the initiative.”2
The first report on October 11 was
given by Dr. Reinhard Goerdeler,
Chairman of the International Coor
dination Committee for the Accountan
cy Profession (ICCAP). ICCAP was
formed in Sydney, Australia in 1972. In
1973 a plan was drawn up for an
organization to be known as the Inter
national Federation of Accountants
(IFAC). Work on the plan was com

pleted a few days before the Congress
opened in Munich, and on October 7,
1977, fifty-seven nations approved the
establishment of IFAC. The broad ob
jective of the new group is to develop a
coordinated international accountancy
profession with harmonized standards.
ICCAP will be dissolved.
Andre Reydel, President, reported
for Union of European Expert Accoun
tants, Economists and Financiers. UEC
was formed in 1951 and has a
membership of twenty-seven
organizations in nineteen European
countries. UEC sponsors study con
ferences and has recently published an
eight-language UEC Lexicon explain
ing accounting and business terms.
The report of the Confederation of
Asian and Pacific Accountants (CAPA)
was given by Gordon M. Macwhinnie of
Hongkong, Chairman. CAPA con
ferences began in 1957 in Manilla.
CAPA has a membership of twenty
eight accounting institutes from twentyone countries which range from
developed to undeveloped.
Luis Maria Matheu of Buenos Aires,
acting president, gave the report of the
Interamerican Accounting Association
(IAA). IAA began in 1949 in SanJuan,
Puerto Rico and has twenty-two
member countries and a headquarters in
Mexico. At the Twelfth Conference
held in Vancouver in 1977, IAA con
sidered inflation.
The European Economic Community
was represented by its president, Dr.
Gerardus J. Kramer of Holland, who
reported on the Community’s new study
group that will review problems in
EEC countries. Harmonization of com
pany law is the current focus of the
group’s investigation.
The last report was made by Jack
Cummings of the USA, Chairman of the
International Accounting Standards
Committee (IASC). IASC is a 53-nation
independent and autonomous com
mittee which has issued seven standards
and one discussion memorandum. The
International Federation of Accoun
tants replaces the International Coor
dination Committee for the Accountan
cy Profession, but IASC will continue to
issue pronouncements on international
accounting standards. The IFAC agree
ment recognizes that the objectives of
IASC and IFAC are interdependent and
states that “the closest relationship
should be maintained between the two
groups.”
Plenary Session II was held Wednes
day, October 12. The topic, “Meeting

the needs of users of published financial
statements,” was discussed by leading
personalities from the Commission of
the European Communities, the
Securities and Exchange Commission,
the United Nations, and from industry,
labor unions, and groups of financial
analysts. It was pointed out that in
meeting user needs it is necessary to
identify the different classes of users and
to identify the ways the users are
making their decisions. After it is
determined what the users need, a way
must be found to supply the
information. Forecasts were mentioned
and it was stated that if published
financial information is to meet the
needs of users, cash flow forecasts will
be required.

The question arose whether different
information should be given to the
different classes of users. The feeling of
the panel seemed to be that companies
cannot issue different information, but
that not all of the information has to be
given to every user.
The third and last Plenary Session
was held on Thursday afternoon, Oc
tober 13. The topic was “Accounting,
forecasting, and consulting for manage-

ment use.” The chairman of the panel,
Philip L. Defliese, Chairman of the
FASB task force on conceptual
framework, USA, summarized what has
been written in the area of management
accounting. Other speakers spoke of the
need to forecast future events and to
relate profits to the cost of capital
employed.
J. McKinnon of Scotland spoke brief
ly about the value added tax (VAT)
statement. In this statement the atten
tion of the reader is first focused on the
sales of the company. The purchased
goods and services are subtracted from
the sales and the third item is the
difference between the two. The real
wealth of the company is thus disclosed,
and the amount can be analyzed to show
how much was paid to employees, how
much was spent for interest, and the
amounts distributed in other areas.3
Part of the program of the Congress
consisted of seven study group sessions
which were held on Thursday morning,
October 13 and were repeated on Friday
morning, October 14 so that each
member of the Congress could attend
two of the sessions. The sessions were
conducted in German, English, French,
and Spanish and each group had about
twenty-five participants. The topics
chosen were similar to those presented
in the plenary sessions. Each group had
a chairman and a secretary and a sum
mary of the discussion was prepared for
later use.
For women, Friday, October 14, was
the busiest day at the Congress. Adding
to the press of morning study groups,
closing afternoon session and the ban
quet, was a luncheon especially for
women. It was social in its intent, and
friendly in its unfolding, but it also
sparked the incentive to consider
organizing at an international level.
The Eleventh International Congress
of Accountants is now history. Most
members of the Congress will be looking
forward to meeting in Mexico City in
1982, but in the meantime regional
meetings will be held and committees
will spend long hours working toward
the goal of accounting and auditing in
one world.

FOOTNOTES
1Book of Proceedings Tenth International Con
gress of Accountants, pp 353 and 354
2Ninth International Congress of Accountants, p.
15
3For further information on the value added tax
see Mary Burnet, “Value Added - A Tax New to
the United States” "The Woman CPA”, March,
1972.
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PERSONAL FINANCIAL PLAN
NING, G. Victor Hallman and Jerry S.
Rosenbloom; McGraw-Hill Book Com
pany, New York, N. Y., 1975; 397pages,
$12.50 (cloth cover).
The concept of consumerism began
its evolution almost two decades ago
and has been gaining in impetus since its
embryonic stages. The main thrust of
the book entitled Personal Financial
Planning is to accentuate this growth of
consumer orientation within the finan
cial community. The book is structured
in such a manner as to delineate per
sonal financial planning as an integral
part of the total financial affairs of the
individual consumer.
It should be noted that the approach
taken by the authors in this book is in
deed pragmatic and timely for several
reasons. First, individuals are now
generally forced to become increasingly
sophisticated in financial matters. In ad
dition, the expanding economy in the
U.S. has helped to promote heretofore
unattainable levels of affluence. Con
comitant features of economic growth
have been the increase of “multiincome-earner” families and the rise of
women in upper-hierarchy positions
and professional posture. It thus
becomes incumbent upon individuals to
take judicious action in the planning of
personal expenditures. Such anticipa
tion is reinforced by the pervasive
economic issues of inflation and in
creasing unemployment.
The book is logical and wellconceived in terms of framework and
orientation. The perception of the
authors is exhibited by their recognition
and in-depth treatment of the subject
area as a multifaceted one that requires
multidisciplinary knowledge and skills.
The format introduced by the authors
closely approximates a schematic for
the total concept of applied personal
financial planning and management.
The book is divided into five major
segments of personal financial planning,
with each individual area being closely
synthesized to the overall planning
scheme. The authors provide excellent
treatment of the underlying theoretical
constructs covered in order to provide
future practical application.
Part one contains an overview of
coordinated financial planning, which
includes a checklist to assist the planner
in the establishment of his direction and
objectives. Part two constitutes an
analysis of insurance, its diverse
features, provisos, advantages, and
limitations. Coverage is also focused on
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the selection of companies, agents, and
the existence of many segments of in
surance coverages which seem cryptic to
the layman. The authors provide an
analysis of many integral concepts
which are necessary considerations
antecedent to any commitment in in
surance policies.
Part three contains an excellent rein
forcement of the need for the accumula
tion of capital. Emphasis is given
toward ways that financial planners
may channel their resources toward
different investment vehicles. Invest
ment outlets which are addressed exten
sively are common stock investments,
mutual funds, tax shelters, real estate,
and fixed-income security types. The
authors also stress some of the more
commonplace tax-planning pitfalls,
with otherwise technical topical
coverages being reduced to a point of
easy extraction.
Part four is focused upon the con
siderations which are related to the
retirement of the individual financial
planner. The material is designed to deal
with the increasingly important
phenomenon of “living too long” or out
living provided income. Coverage is
provided for pension and profit-sharing
plans, retirement and employee
benefits, annuities, tax-sheltered retire
ment plans, and stock options. The im
pact of current legislation on the status
of the financial planner under different
forms of pension and profit-sharing
plans is also explored.
Another of the strong points of the
book is the treatment afforded by the
authors in Part five—the maintenance of
financial viability of the planner and
survivors. Planning for income taxes,
estate and death taxes, preparation of
wills and liquidation of possible
business interests are included.
Transferral of property to the next
generation and tax minimization to en
sure estate liquidity are well covered.
It is the opinion of the reviewer that
this book serves as an excellent

reference on the subject of personal
financial planning. Due to its broad
scope, continuity, and comprehensive
topical coverage, the book is useful to
laypeople and professionals alike.
Carroll D. Aby, Jr., Ph.D.
Mississippi State University

ASSET
APPRECIATION,
BUSINESS INCOME AND PRICE
LEVEL ACCOUNTING: 1918-1935,
Stephen A. Zeff, editor, Volume in the
Arno Press collection: The History of
Accounting, Arno Press, New York,
1976, $28.00 (cloth cover).
With the current interest in develop
ing ways of presenting the effects of in
flation in financial statements, this
chronological collection of eighteen ar
ticles by eight writers provides an in
teresting insight into theoretical dis
cussions on, and suggested solutions to,
a similar problem over fifty years ago.
The first article of the collection,
“Should Statements Reflect the Chang
ing Value of the Dollar,” is by
Livingstone Middleditch, Jr. who, ac
cording to the editor, was not well
known but, with this article, had a
significant influence on authors who
followed. His concluding question:
“Would it not be scientific, sound ac
counting practice, in those instances in
which it makes any essential difference,
to make the books of account reflect the
changes in the value of the monetary
unit?” sets the stage for the articles to
follow. The final article, “Revaluation
of Fixed Assets, 1925-1934” by
Solomon Fabricant, is a rare study of
the uses of asset revaluation, upward
and downward, by U.S. corporations
and some of the reasons given for such
revisions.
Five articles reviewing, analyzing,
and criticizing the German and French
approach to the inflation problem are
included. These articles were written
between 1927 and 1931 by Fritz

Schmidt, Max J. Wasserman, and
Henry W. Sweeney. The latter two
authors presented a survey of how these
countries attempted to cope with a very
serious inflation - mainly by adjusting
only the balance sheet accounts, and
some discussion of the flaws in these ap
proaches. Schmidt, a German, urged the
recognition of replacement costs in the
determination of net income, feeling
they would adjust the profit-and-loss ac
count as well as the balance sheet.
The remaining articles, by Wm. A.
Paton, H.C. Daines, Ralph C. Jones,
and Sweeney, deal with the inflation
problem from a conceptual and aprac
tical point of view. The question of the
propriety of general price level ad
justments versus replacement costs is
discussed in several articles with some
preference displayed for the use of
specific price changes. Sweeney, one of
the most prolific writers in this area,
presents his concept of “stabilized ac
counting” through a series of articles
dealing with many aspects of the techni
que. Concern over the need to maintain
real capital is an especially important
part of Sweeney’s procedures. Also dis
cussed, especially by Sweeney and
Jones, are the questions of how to deal
with purchasing power gains and losses
on monetary items: disclose them in the
income statement or as an adjustment to
capital, and whether to recognize in the
statements both realized and unrealized
purchasing power gains and losses. Of
particular interest in several articles is
the effect of inflation adjustments on
fixed assets and depreciation.
The collection is an interesting and
valuable one touching many of the ma
jor ideas expressed at the time and in
cluding some obscure, but important,
writings of the period. As one reads
these articles, the similarity of the dis
cussions to present-day deliberations is
striking, especially the general price
level versus replacement cost question.
One author, Jones, even presents an ex
ample using his technique in a period of
declining prices, a possibility we tend to
bypass. Dr. Zeff, in the introduction,
has done an excellent job of tying the ar
ticles together and putting them into
perspective, conceptual and historical.
This book is an important reference
work for a student of inflation accoun
ting and should be viewed as an item for
inclusion in the personal libraries of
those interested in the developments of
the past.
Rosalie C. Hallbauer, Ph.D.
Chicago, Illinois

“Forecasting and The Modern Accoun
tant,” Toby D. Gannett and John F.
Nash, Atlanta Economic Review, Vol.
26, No. 4, July-August 1976.
As its title implies, this article con
cerns accountants and their forecasting
activities. The purposes of the article are
to review both internal and external
forecasting techniques and problems,
and to discuss, but not advocate, the
role of the accountant in preparing
forecasts for external use.
This review will concentrate its dis
cussion on the auditor’s role in
forecasting for external use, though it
should be noted that the authors’ treat
ment of internal or managerial
forecasting techniques is comprehensive
and well done.
After briefly reviewing the arguments
for and against the external reporting of
forecasting, the authors recognize that
the question is further complicated by
the issue of whether the auditor should
attest in any way to such a forecast.
They also assert that the need for the
publication of forecasts has not been
conclusively demonstrated and note
that if “forecast information is not need
ed there is no justification for (incurring
its) considerable cost.”
Following a discussion of how to
choose the type of forecasting models to

use, and stating that forecasts have the
dual purposes of planning and motiva
tion, the authors suggest that the
development of guidelines and stan
dards for disclosure is of great interest to
accounting practitioners. They note that
the AICPA task force formed in 1973 to
create such standards has produced
guidelines which “are sufficiently vague
in enough of their terminology that their
interpretation may depend on the
results of continuing research efforts in
this field.”
The authors suggest that the un
answered questions of the guidelines for
financial forecasts are in the following
areas: the level of documentation
necessary; the degree of detail which
should be revealed; the justification of
the assumptions used in the preparation
of forecasts; and the degree of explana
tion necessary to provide an understan
ding of variances from past forecasts.
This brief review has highlighted only
one portion of an excellent, though
lengthy, article on the status of internal
and external forecasting procedures and
problems. The article is well written,
well documented, and since it covers
both major types of forecasting, is of in
terest to all accountants.
David W. Glascoff
Graduate Student
Mississippi State University

